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PUBLIC FINANCE IN METROPOLITAN TORONTO 


This report, prepared for the Royal Commission 
on Metropolitan Toronto, analyzes trends with respect 
to the expenditures and revenues of the Metro system 
and identifies those factors contributing to recent 
increases in expenditure levels. It goes on to 
examine both existing and alternative sources of 
revenue with a view to assessing their potential for 
generating the funds needed to cover expenditures both 
now and in the future. 


The author acknowledges with thanks the generous 
assistance of the staff of the Royal Commission on 
Metropolitan Toronto along with that of a number of 
other municipal and provincial civil servants all of 
whom contributed to the final product. A special 
thank you is also extended to Carol Sherman for typing 
numerous drafts and to Valerie Clements and Bob Doran 
for their diligent and invaluable research assistance. 
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CHAPTER I 


A GENERAL SETTING 


There is a growing concern about the public 
finances of Metropolitan Toronto.! The expenditures of 
“the Metropolitan system* appear to have increased at a 
greater rate than have its own revenues. In fact own 
source revenues have experienced a reasonably slow rate 
of growth. In addition, the growth in expenditures in 
certain areas has far outstripped that in others. The 
fact that there is now some question as to how much 
municipalities can depend upon grants from the provincial 
government to help finance increased municipal spending 
in the future has hastened the need for investigating 
these trends. Finally, the rate of growth in the expend- 
itures of the Metro system alone warrants some examination 
of the financial management of local government to determine 
whether it is organized in such a way as to: provide for 
optimum efficiency in the provision of public goods and 
services at the municipal level. This report has been 
commissioned to investigate these and other related questions. 


In order to assess the system of public finance 
in Metropolitan Toronto, some context was needed. It was 
therefore decided to examine Metro's financial character- 
istics in comparison with those of other regions, the 
remainder of the province and those of all local governments 
in Ontario for the years 1968, 1971 and 1974. 


A quick perusal of per household expenditure 
figures in Appendix A provides a basis for some comparisons 
between the Metro system and other municipal governments 


lor a summary of briefs presented to The Royal Commission 
and the various concerns, see: The Royal Commission on 
Metropolitan Toronto, Update, December 1975, pp. 10-12 and 
Update, June 19.76 gcPp. Yili. < 


2uMetro system" means the two levels of government plus 

the various special purpose bodies, while "Metro alone" means 
the Corporation of the Municipality of Metropolitan Toronto, 
its attendant special purpose bodies, and both local and 
Metro boards of education. In this chapter, Metro refers to 


the Metro system. 


in the province of Ontario.? Although per household 
expenditures in Metro were above the provincial 
average in all years (in 1968, Metro's expenditures 

were 1.37 times greater than the average of all local 
governments; in 1974, they were 1.26 times greater), the 
rate of growth was less. In fact, from 1968 to 1974 
Metro's expenditures (per household) grew by 5.5 per 
cent per year, while those of the total local sector 

in Ontario grew by 7.5 per cent annually. From 1971 

to 1974, total per household expenditures in all regional 
municipalities, other than Metro, increased by 3.2 per 
cent peresyean. 


An examination of the percentage which each 
expenditure function absorbs of the total budgetary 
expenditures for each category of municipalities reveals 
that specific functions tend to absorb roughly the same 
proportion of local expenditures in each municipality. 
For example, in 1974 although Metro's per household 
expenditures on health were 10 per cent higher than those 
of the other regions, in both cases they absorbed 11.7 
per cent of their respective budgets. While many simi- 
larities can be found, there are some exceptions; 
expenditures for general government and public works 
represented smaller percentages of the municipal budgets 
in Metro than in other municipalities. On the other 
hand, expenditures for education (excluding provincial 
grants) represented a greater proportion of the.total 
expenditures of the Metro system than of the other 
municipalities. 


Table 1-1 illustrates the factor by which Metro 
expenditures either exceeded or fell short of those of 
the regions or the rest of the province (i.e. the total 
local sector). For example, in 1971 Metro's expenditures 
for protection exceeded those of other Ontario regional 
municipalities by a factor of 1.29. In addition, one can 
observe that with the exception of expenditures on general 
government in 1971 and on general government and sanitation 
in 1974, Metro's per household expenditures exceeded those 
of the regions for all other functions in both years as 
did its total per household expenditures. Of even greater 
Significance is the fact that Metro's per household 
expenditures exceeded those of the total municipal sector 
in Ontario for all functions in all years with the 
exception of general government in 1974. 


ee 


These expenditure figures exclude the provincial grant 
for education. For an explanation of this approach, see 
footnote 1 of chapter 3, p.12 . For the rationale behind 


the use of per household rather than per i 
Cc e 
see footnote 11 of chapter 3, Dato 5 Ape Ue ETS: 


Table l1-l 


Relationship of Metro's Per Househoid Expenditures 
to Those of Other Ontario Regional Municipalities and 
Those of the Total Local Sector in Ontario for Selected Years 


: Metro/Regional Metro/Total Local 
Punct ron | Municipalitieg Sector 


General Government | 12.1077 -65 


| Protection i, 41 38 


i} Public Works 1.26 1.06 
Sanitation 13°30 | 1243 
Health, etc. 1.68 | 1.32 


Recreation and 


Community iy a BE 1 se WF 
Education 1.39 141 
TOTAL p Tapa 8 1226 


Source: Calculated from Appendix A. Provincial Grants for 
Education are excluded. 


Note: There are no figures for 1968 in the Metro/Other 
Ontario Regional Municipalities comparison because 
there were no regional municipalities, other than 
Metro, in existence in 1968. 


Table 1-1 shows the rate of increase in the 
expenditures of the Metro system, of the other Ontario 
regional municipalities and of the total local sector. 

If the factor appearing after a specific expenditure 
function in column 3 exceeds that of column 2, Metro's 
expenditures on that function have increased more rapidly 
than those of the other regions as a group. Similar 
comparisons can be made between Metro and the total local 
sector by referring to columns 4, 5 and 6. With the 
exception of general government, sanitation, recreation 
and community , Metro's expenditures on all other 
functions and in total increased more quickly than those 
in the other regions between 1971 and 1974. When Metro's 
expenditures are compared with the average of the total 
local sector between 1968 and 1974, a different pattern 
emerges. Education is the only expenditure function with 
a faster growth rate in Metro. Even here, the rate of 
increase is only marginally greater. 


While Metro's per household expenditures have 
been higher than those in other areas, there is no clear 
explanation for this. Some have argued that the rate of 
inflation has been more severe in Metro than elsewhere in 
the province, necessitating greater increases in municipal 
expenditures to maintain an established level of service. 
Others have argued that incomes have traditionally been 
higher in Metro4 than in the rest of the province and that 
this has caused people to demand a higher level of service. 


4 Personal Income Per Household: 1970-75 
1975 Percent Change 
Averages 1970 CESt x) 1970/1975 
Regions 9,900 15,800 60 
Metro 10,900 18,500 70 
Rest of Province 7,200 27500 74 
Total Local Sector 9,000 b57200 69 


Source: Regional Government in Perspective: A 
Financial Review, Ministry of Treasury, 


Economics and Intergovernmental Affairs, 
Toronto, Table A6, p. 47. 


5 : . * e 
For evidence indicating that at least some levels of 


service tend to be higher in Metro, seé Ministry of Treasury, 


Economics and Intergovernmental i i 
: a Affairs, Regional Gov 
in Perspective: A Financial Review, pp. ese rs 


Table 1-2 indicates that per household total 
revenue in the Metro system was substantially higher than 
that of other regions in 1971 and 1974 (1.18 times higher 
in 1971 and 1.23 times higher in 1974) and the average 
of the total local sector (1.40 times greater in 1968, 
1.36 times treater in 1971 and 1.29 times greater in 
1974). As in the case of our earlier comparison of 
expenditures, per household taxation, provincial assistance 
and total revenue all increased at a faster rate in Metro 
than in the regions from 1971 to 1974. In contrast, the 
average of all local governments for each of these revenue 
categories increased faster than Metro's from 1968 to 1974. 
In reviewing the percentage of total revenue which comes 
from municipal taxation and provincial assistance (Table 
1-3), it is interesting. to note that municipal taxation 
accounted for a declining percentage of total revenue for 
Metro, the regions and the total local sector. The 
importance of provincial assistance increased over the 
same time period. Provincial assistance, as a percentage 
of total revenue, doubled for the total of all municipal 
governments, whereas for Metro, the increase was slightly 
less at 80 per cent. 


The discussion thus far has dealt with total 
revenue from municipal taxation. This includes residential 
farm and commercial/industrial property taxation, business 
taxes and special charges such as local improvement charges, 
garbage collection charges and sewer surcharges on the 
water bill and drainage rate. 


The following is a brief comparison of residential 
property taxation only in the different categories of 
municipalities. Table 1-4 shows that per household 
residential property taxes were higher in Metro than they 
were in either the other regional municipalities in Ontario 
or the total local sector in all the years indicated. 

Table 1-5 indicates that residential property taxes have 
been declining in importance as a means of financing 
municipal expenditures. From 1968 to 1974, the share of 
total municipal expenditures in Metro financed from 
residential property taxation dropped from 45 per cent 
to 34 per cent. 


To summarize from this analysis: First, per 
household expenditures in Metro were higher than those 
in the other regions or the average of the totalsor all 
municipalities in the province for each of the years 
studied. Second, Metro's per household expenditures . 
increased at a faster rate than those in the other regions 
from 1971 to 1974 but at a slower rate than the total of 
the local sector from 1968 to 1974. Third, per household 
municipal revenues were higher in Metro than in eet ag 
areas of comparison. Fourth, per household residentia 


Table 1-2 


Relationship of Metro's Per Household Revenue Yield 
to That of the Regions and the Total Local Sector for 


Selected Revenue Categories and for Selected Years 


Metro/Regions Metro/Total Local 
Sector 


L97t 1974 


Total Taxation~ 1.39 ray & 


Provincial 
Assistance 


Total Revenue 


Lrotal taxation includes residential/farm and commercial/ 
industrial property taxation, business taxes and special 
charges such as local improvement charges, garbage collection 
charges, and sewer surcharges on the water bill and drainage 
rate. 


2 : Bar. 
Does not include provincial grants for education. 


3 ‘ 

The Total Revenue includes more than total taxes and 
provincial assistance but these are excluded because 
their totals are insignificant. 


Source: Figures calculated from data available in 
Municipal Financial Information for 1968, 
1971, 1974, Ministry of Treasury, Economics 
and Intergovernmental Affairs, Toronto. 


Table 1-3 


Percentage of Total Revenue Coming from Total 
Municipal Taxation and Provincial Assistance 
for Selected Years 


1968 1971 1974 
% % % 
Total Municipal 
Taxation:1l Metro 83 78 74 
Regions N.A. 68 65 
Total Local 
Sector 80 76 68 
Provincial 
Assistance: Metro 9 12 16 
Regions N.A. 19 pee 
Total Local 
Sector 11 14 22 
i 


Includes Residential Property Tax Reduction Funds for 
1968 and 1971. 


2excludes the provincial grant for education. 


N.A. - not applicable. 


Source: Calculated from Municipal Financial Information 
1968, 1971, 1974, Ministry of Treasury, Economics 


and Intergovernmental Affairs, Toronto. 


Table 1-4 


Relationship of Metro's Per Household 
Property Tax to That of the Regions and the 
Total Local Sector for Selected Years 


Metro/Regions Metro/Total Local 
Sector 
1971 1974 1968 LOE 1974 
Property Tax 1.1L SES | Sc eb, eco lea 


*Per household property taxes in Metro were 11 per cent 
higher than in the other regions. 


Source: Calculated from Municipal Financial Information, 


1968, 1971, 1974, Ministry of Treasury, Economics 
and Intergovernmental Affairs, Toronto. 


Table 1-5 


Percentage of Total Expenditures Financed 


by Residential and Farm Property Taxationl 


1968 El) me 
S % S 
Metro 45 41 39 
Regions N.A. 42 39 
Total Local Sector 46 44 38 


i ' 
The total expenditures exclude the expenditures on 


education resulting from provincial grants. Property 


taxes include the Residential Property Tax Reduction 
Program for 1968 and 1971. 


Source: Calculated from Municipal Financial Information, 


L966 52 BOTT 2197/4, Ministry of Treasury, Economics 
and Intergovernmental Affairs, Toronto. 


property taxation, while higher in Metro than elsewhere 
in the province, increased more Slowly (2.3 per cent 
annually) than the provincial average (4.5 per cent 
annually). Fifth, the percentage of total expenditures 
financed by taxation (both total municipal taxation and 
residential property taxation alone) decreased from 

1968 to 1974 for all municipalities compared, while the 
percentage of total expenditures financed by provincial 
assistance increased over the same time period and for 
the same municipalities. Sixth, Metro financed a greater 
percentage of its total expenditures out of total taxation 
and a lower percentage out of provincial assistance than 
did the regions or the total local sector. 


While the above conclusions can be drawn from 
the material presented, one is still left with a number 
of questions. For example, which expenditures have 
increased the fastest and why? What impact will continuing 
increases have on future budgets? How much fiscal autonomy 
do local authorities really have in controlling their 
respective expenditures? These and similar questions will 
be discussed in Part II of this study which deals with 
expenditure analysis. Further questions arise on the 
revenue side. Is the property tax regressive? Is the 
property tax outdated? Could Metro finance its expenditures 
from alternative taxes? If so, what is the potential yield 
of and what are the implications of such taxes? Part III 
attempts to answer these and other questions. Part IV 
brings together the revenue and expenditure analysis 
previously outlined and points out the fiscal imbalance 
which has existed within the Metro system from 1968 to 
1974. Finally, Part V (the conclusion) attempts to deal 
with a number of controversial issues: Are residential 
property taxes in Metro too high or have they increased 
too quickly? What are the fiscal implications of removing 
certain expenditures from Metro's responsibility and 
assigning them to the provincial government? What are 
the fiscal implications (to Metro) of a greater reliance 
on grants and less reliance on the property tax? 


The purpose of this introduction is twofold: 
to establish a background against which the expenditures 
and revenues of Metro and the area municipalities can be 
surveyed, and to raise the main questions dealt with 


later in this report. 
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CHAPTER 2 


INTRODUCTION 


The rapid increase in local government spending 
over the past few years has generated increasing criticism 
from a number of sources. While some of this criticism 
may be valid, a good deal of it is made without adequate 
consideration of th: benefits received as a result of this 
spending. For example, when an individual purchases a 
good or service such as a Palr of shoes or a hair-cut from 
the private sector, (i.e. non-government) he knows the 
exact price he must pay and therefore tends to counter- 
balance his desire for that product or service with its 
price. On the other hand, when an individual demands or 
receives a service from the public sector, he seldom 
knows the price (or cost of supplying it) and indeed 
almost never has. to pay for it immediately. The effect 
of this is two-fold. First the individual often fails to 
appreciate the value of those public services he receives 
and may criticize public spending unduly. Second, because 
he does not always relate the cost of public services to 
the benefits he receives, his demand for such services is 
greater than it would be if he paid for them each time he 
used them. There are many examples to illustrate this 
point. How many citizens have any idea of the cost to 
them personally and to the community at large of providing 
fire protection and policing, garbage collection 
and disposal, streets and roads, public health or 
education? Assuming individual citizens had this knowledge, 
what price would they be willing to pay for these services? 
It is simplistic to criticize government expenditures 
without attempting to evaluate the benefits they bring. 
Finally because of spillover effects and the economies 
of scale than can be achieved, certain services are best 
supplied by the public sector. 


While a number of legitimate criticisms of public 
expenditures can be made, it is not the purpose of this 
study to assess public spending decisions nor is it 
intended to recommend the expansion, contraction, intro- 
duction or elimination of certain government programs or 
agencies, a responsibility that lies with those elected 
by the public to make such decisions on their behalf. 


Rather it is an analysis of trends and patterns 
with respect to the expenditures and revenues of the Metro 
system and the implications of these trends for the future. 


Chapter 3 examines the expenditures of Metro 
alone, the City, the Boroughs and the Metro system as a 
whole from 1968 to 1974 with a view to assessing changes 
in overall spending and spending by function. 


= 21S 


Chapter 4 provides information on expenditure 
performance. Increases in total expenditures are attri- 
buted to three factors: i) inflation; ii) increases in 
the level of service; iii) increases in the quantity of 
service. This chapter estimates the impact of each of 
these three factors on spending. In addition, this 
section assesses the impact of wages and interest rates 
on the level of expenditures. Chapter 5 attempts to 
forecast future expenditures and finally, chapter 6 
outlines a number of problems in the financial management 
area. 


= gone 


CHAPTER 3 


WHERE DO LOCAL GOVERNMENTS SPEND THEIR MONEY? 


A. Comparative Analysis of Total Current Expenditures 


In Figure 3-1 expenditures for each of the main 
municipal functions are shown as Perens aes of the total 
expenditures, for the years 1968 to 1975. Expenditures 
for each function represent the aggregate expenditures of 
each of the municipalities, including the City of Toronto, 
East York, Etobicoke, North York, Scarborough, York and 
Metropolitan Toronto. 


There are some noticeable changes in the per- 
centage of total expenditures allocated to specific functions 
over the eight year period. One of the most dramatic changes 
is in education. Expenditures for education,expressed as 
a percentage of total expenditure, declined by 7.9 
percentage points from 1968 to 1975. This, however, is not 
an indication that the costs of education are decreasing. 

On the contrary, as will be shown later, the per pupil cost 


of education has risen steadily.3 While the total 
population of Metropolitan Toronto increased by 11.9 per 
cent from 1968 to 1974, the student enrolment in 


Metropolitan schools for the same period increased by only 
-4 per cent.4 The decline in percentage of total expenditures 


1brovincial grants for education are excluded from both the 
expenditure figures for education and from total expenditures 
in sections A and B of this chapter. While some debate over 
this treatment of provincial grants for education remains, 
it is our intention to assess the impact of expenditures 
made directly by the municipal government. The total or 
overall impact of educational expenditures, including pro- 
vincial grants, is examined in part X of section B. 

2a11 data used as a basis for Figure 3-1 and the following 
Figures 3-2 to 3-11 were taken from Jarrett, Goold and 
Elliott, A Financial Profile of Metropolitan Toronto and 

its Constituent Municipalities - 1967 to 1975, Toronto, 

The Royal Commission on Metropolitan Toronto, 1975. 


See part X of section B of this chapter for a brief analysis 
of total educational expenditures. This section refers to 


pene tans on education financed by the local sector in 
etro. 


Ministry of Education, Re ort of the Ministerial Commission 
on the Organization and Financing of the Public and Secondary 
School Systems in Metropolitan Toronto, Toronto, 


Figure 3.1: Current Expenditures by F i 
y Function as a Percentage of T 
Expenditure in Metro System ae 
(excluding provincial grant for education) 
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allocated to education can be attributed, then, to the 
reduced percentage of the Metropolitan population attending 
elementary and secondary schools. 


Other functions which have declined as percen- 
tages of the total expenditures are sanitation, "which 
includes maintenance of the sanitary sewerage system and 
garbage collection in the area municipalities ,and trunk 
sewers, treatment plants and garbage disposal in Metro- 
politan Toronto,"> and public works, "which includes 
roadways, sidewalks, traffic control, drainage, engineer- 
ing and snow removal."6 Sanitation, as a percentage of 
total expenditures, declined by 1 percentage point ($12 
million) and public works by .6 of one percentage point 
($7 million) from 1968 to 1975. 


Three expenditure functions represented signi- 
ficant increases, as a percentage of total expenditures: 
protection; health, social and family services; and 
recreation and community. 


Expenditure for protection, which includes 
"fire-fighting, safety inspections and street lighting 
in the area municipalities, and police, licensing and 
emergency services in Metropolitan Toronto,"/ increased 
substantially as a percentage of total expenditure from 
1968 to 1975 by 4.7 percentage points. 


The allocation for health, social and family 
services, which includes "public health services, public 
health inspections and grants to public hospitals in the 
area municipalities and health, welfare and grants to 
hospitals in Metropolitan Toronto,"8 has increased by 
3.1 percentage points as a percentage of total expenditures 
from 9.8 pper cent. of the total in) 1968 to 1289 per teent of 
the totam invi975. 


Expenditure for recreation and community services, 
which includes "expenditures for parks, recreation, libra- 
ries and other community services, "? has increased as a 
percentage of total expenditures by 2 percentage points, 
from 6.5 per cent in 1968 to 8.5. per cent in 1975. 


The total percentage allocation for community 
planning increased by .4 of one percentage point. 
Although as a percentage of total expenditure this 
function declined in the municipalities of York and North 


5 : 

Jarrett, Goold and Elliott, A Financial Profile of Metro- 
olitan Toronto and Its Cc 
19737, 8OLOnto; CLOT 5,5p2 89 ¢ 
6 


Thad 2 pe ib, 


Thidepe Se. 


Sihid. ip. 07s 


"Ibid, p. 87. 


York, from 1968 to 1975, there was an average increase in 
percentage of expenditures allocated to this function in 
the individual municipalities of .5 per cent. This function 


represents a minor percentage of total expenditures, .8 per 
cent in 1968 and 1.2 per cent in 1975. 


Expenditure for general government as a percent- 
age of total expenditures has remained fairly constant over 
the eight year period. This expenditure wili be analyzed 
in more depth later in this report. 


Financial expenses, which include "expenditures 
related to the costs of handling money such as interest 
charges, bank service charges and foreign exchange charges, "10 
also represent a fairly minor percentage of total expendi- 
tures. They ranged from a high of 2.9 per cent in 1971 to 
a low of 1.4 per cent in 1975 and have declined steadily 
in the last 5 years. 


From the above comparisons, it is obvious that 
the trend in expenditure is towards allocating a greater 
amount of the total budget to the 'soft' services such as 
protection, social and family services, health services 
and recreation and community services, and towards allocating 
a lesser amount to 'hard' services such as public works and 
Sanitation. It can also be noted that those expenditures 
which are increasing most rapidly have a large labour 
component, and with the rising costs of labour, allocations 
to these functions will likely increase in the future. 


B. Comparative Analysis of Per Household Current 
Expenditures by the Area Municipalities and 


Metropolitan Toronto for tthe Major Functions 


fit 
In Figures 3-2 to 3-11 the per household expend- 
itures for each of the major functions are compared tor 
the years 1968-1974. Each of the expenditures for the 


10tbDia, p. 88. 


iI his study employs per household expenditure rather than 
per capita expenditure as a measure of the level of service 
being provided. It is felt that this is more valid for many 
of the functions since a number of the services are basically 
supplied to households. For example, fire protection, roads 
and water connections, etc. relate primarily to the number 
of dwellings in a municipality. Similarly, the residential 
property tax is levied against land and buildings without 4 
regard to the number of people living in them. For avfurt = 
study in which per household expenditures are peed: Spend 
for a different geographical area of study, see Ministry o 
Treasury, Economics and Intergovernmental Affairs, Regional 
Government in Perspective: A Financial Review, Ontario Tax 
Study LL, Toronto, 1976. See Appendix B of this study for 
per household expenditure data and Appendix C for per capita 
expenditure data. 


Rea Yi 


area municipalities and Metropolitan Toronto are plotted 
separately. As well, a total has been plotted which 
includes expenditures by the seven municipalities, divided 
by the total households in Metropolitan Toronto, and this 
then, represents an average per household expenditure. 
While the graphs for each municipality allow a ote 
of expenditure functions among the municipalities,1!2 the 
graph for the total of all expenditures gives a better ' 
general indication of which functions have increased most 
rapidly over the past eight years. In undertaking this 
comparative analysis, one must be careful when choosing 
the unit for comparison; for example, it is quite useful 
to compare the functional expenditures between the boroughs 
and the City of Toronto but rather meaningless to compare 
these expenditures with those of Metro alone. Metro's 
responsibilities, even within the same categories, are 
quite different from the responsibilities of the lower 
tier governments. 


Figure 3-2 indicates that total per household 
expenditures have increased substantially over the past 
few years. Total per household expenditures by all 
municipalities increased by 33.0 per cent from 1968 to 
1974, or an average annual increase of 5.5 per cent. 

For comparative purposes it is interesting to note that 
York's total per household expenditures increased by the 
largest percentage (45.3 per cent), whereas North York's 
per household expenditures increased by the least per- 
centage (28.6 per cent). Toronto's per household expend- 
itures increased by 41.6 per cent, Etobicoke by 37.6 

per cent, Scarborough by 37.4 per cent and East York by 
19.8 per cent from 1968 to 1974. Metro's expenditures, 
while much larger in absolute terms because of educational 


expenditures (see AppendixBp), increased by 41.6 per cent 
over the same time period. 


12 

For a description of the differences in the responsibilities 
of the upper and lower tier governments, see Smith, Auld 
and Associates, The Organization of Local Covenamene in 
Metropolitan Toronto, Background Report for The Royal 
Commission on Metropolitan Toronto, Toronte, ,Ontario;, 1975. 
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“urrent Figure 3-2: Total Per Household Current Expenditures 
Expenditure For the Years 1968-1974 
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i) General Government 


Figure 3-3 illustrates the per household 
expenditure for general government. In every year, 
the City of Toronto spent the greatest amount per 
household, spending 1.5 times as much as Etobicoke 
(the next highest) and 3.1 times as much as North 
York (the lowest of the boroughs) in 1974. While 
not directly comparable because of different respon- 
sibilities, Metro alone spent the least amount per 
household. The City of Toronto spent 7.7 times as much 
per household as Metro in 1974. Over the period from 1968 


to 1974 per household expenditures for general 
government increased by 64.7 per cent in Etobicoke, 
61.4 per cent in North York, 47.8 per cent in 
Scarborough, 41.4 per cent. in Toronto, 36.2 per cent 
in York, 31.9 per cent in East York and decreased 
26.1 per cent in Metro. The total per household 
expenditures for general government increased by 
21.8 per cent. 


The higher per household expenditures on 
general government in Toronto as compared to the 
other area municipalities can be accounted for by 
the fact that the City designates some programs as 
general government expenditures which are not 
normally found in the other municipalities. These 
include "(1) a Development Department involved in 
a neighbourhood improvement program and pedestrian 
malls, (2) an Audit Department, (3) a Department 
of Purchasing and SuPer s and (4) a Department of 
Budgets and Accounts." 


13 
Jarrett, Goold and Elliott, A Financial Profile of 


Metropolitan Toronto and Its Constit 
1967-1973, 1975 
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Figure 3-3: Per Household Expenditures for General Government 


For the Years 1968-1974 
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ii) Protection 


Figure 3-4 sets out per household expend- 
itures on protection, which have shown some of the 
most significant increases over the period under. 
review. Metro's per household expenditures have been 
consistently higher than the area municipalities 
because Metro is responsible for police and emergency 
services, while the area municipalities are responsible 
only for ae protective inspections and 
street lighting. 4 The fact that Toronto's per 
household expenditures seem disproportionately higher 
than the other area municipalities (1.4 times as high 
as Etobicoke which was the next highest and 1.9 times 
as high as North York which was the lowest of the 
boroughs in 1974), can be partially accounted for by 
the high ratio of office buildings to the permanent 
population, in relation to the other area municipalities.15 


The total per household expenditures for all 
municipalities for protection increased from $123.93 
in 1968 to $215.49 in 1974).or by 7329 per cent. 
Metro's per household expenditures, while not directly 
comparable with the area municipalities increased by ~ 
the largest percentage (94.0 per cent), indicating 
the rapidity with which costs associated with police 
protection are rising. York's per household costs 
for protection rose by 70.5 per cent, Toronto's by 
58.5 per cent, East York's by 58.1 per cent, Etobicoke 
by 52.5 per cent, North York by 51.0 per cent, and 
Scarborough by 38.0 per cent from 1968 to 1974. 


iii) Public Works 


Figure 3-5 indicates that expenditures for 
public works have been more erratic than most of the 
other expenditures, but certain trends are emerging. 
As has been noted above the tendency has been for the 
area municipalities to spend a smaller proportion of 
their total budget on public works, and this trend can 
be expected to continue as development slows in the 
larger outer boroughs. 
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Figure 3-4: Per Household Expenditures for Protection 
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Figure S-S:erer Household Expenditures for Public Works 


For the Years 1968-1974 


Total 
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On the other hand, Metro's expenditures 

-for public works have increased rapidly since 1971 

when Metropolitan Toronto assumed responsibility for the 
Toronto Transit Commission's operating deficit. 

With the prospect of increasing transit Operating costs, 
it is likely that Metro's expenditures for public works 

will continue to increase at a rapid pace. 


From 1968 to 1974, Metro's per household 
expenditures on public works increased by 63.3 per 
cent, York's by 44.0 per cent, Toronto's by 25.0 per 
cent, Etobicoke's by 16.6 per cent, Scarborough's by 
16.3 per cent, North York's by 3.2 per cent. East 
York's decreased by 29.0 per cent. The overall total 
expenditure for public works increased by 40.7 per 
cent. 


iv) Sanitation 


Per household expenditures for sanitation, 
presented in Figure 3-6, showed modest increases in 
comparison with most of the other expenditure functions. 
In fact, three municipalities showed decreases in 
expenditures over the seven years from 1968 to 1974. 
These included North York where per household expend- 
itures fell by 18.7 per cent, Etobicoke by15.3 per 
cent) and Scarborough by 11.9 per cent). York's per 
household expenditures rose by 20.3 per cent, East 
York's by 12.9 per cent, and Toronto's by 6.9 per cent. 
Metro alone showed the largest percentage increase in 
per household expenditures for sanitation (52.5 per 
cent); Metro has the responsibility for treatment 
plants and garbage disposal which the other munici- 
palities do not have. Total per household expenditures 
for sanitation rose by 19.6 per cent from 1968 to 1974. 


v) Health, Social and Family Services 


As can be seen in Figure 3-7, Metro, with 
exclusive responsibility for social services, is 
responsible for the major portion (84.5 per cent of 
the total expenditures on ae SS pA tele a EAB see 

ies responsibility for the rapid 1n 
Penechoia Ee tences for health, social and cova Sipe 
services from 1968 to 1974. Metro spent 27.1 per cent oO 
budget (excluding educational expenditures) on health, 
social and family services in 1974, whereas the area 
municipalities' expenditures ranged from 8.7. to 4.4 
per cent of their total budgets. 
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Figure 3-6: Per Household Expenditures for Sanitation 
For the Years 1968-1974 
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Metro increased its expenditures for this 
function by 68.7 per cent, North York by 62.8 per 
cent, Toronto by 44.2 per cent, East York by 34.6 
per cent, York by 32.3 per cent, Scarborough by 
27.1 per cent, and Etobicoke by 16.6 per cent. The 
total per household expenditures for health, social 
and family services increased by 60.1 per cent from 
1968 to 1974. 


Like expenditures for protection, expendi- 
tures for this function can be expected to increase 
fairly rapidly, as wage rates rise and more and better 
services of this type are demanded by the population. 


vi) Recreation and Community Services 


Although they represent a smaller percentage 
than does protection or public works, or health, family 
and social services, total expenditures on recreation 
and community services have increased rapidly. This © 
rate of increase can be primarily attributed to the 
fact that per household expenditures (in the Metro 
system) on recreation and community services in 1968 
were fairly low when compared with other expenditure 
functions; for example, in 1968 recreation and com- 
munity services amounted to $65.13 per household, 
public works equalled $153.10 per household, protection 
totalled $123.93 and health, family and social services 
amounted to $97.73 per household. Hence, given the 
low base (i.e. $65.13) as a starting point, any increase 
in actual dollars spent over the time period under 
consideration will lead to a large increase in a 
relative (percentage) sense. 


Per household expenditures by Metro alone 
increased by the greatest percentage from 1968 to 
1974 (126.9 per cent), although as shown in Figure 3-8, 
Metro's per household expenditure represents a fairly 
small portion of total per household expenditure for 
this function. While not directly comparable since 
their expenditure responsibilities are different, it 
is interesting to note that in 1974 East York, with 
the lowest level of expenditure in this field of all 
the area municipalities, spent 2.2 times as much as 
Metro ,and Etobicoke, with the highest level of expen- . 
diture of all the area municipalities, spent 4.2 times 
as much as Metro. Scarborough's per household expend- 
itures increased by 105.0 per cent, Etobicoke's by 
85.3 per cent, Toronto's by 41.9 per cent and East 
York's by 34.2 per cent. The total per household 
expenditure for recreation and community services 
increased by 74.9 per cent from 1968 to 1974. 
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Figure 3-8: Per Household Expenditures for 


Recreation and Community Services 
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vii) Community Planning 


Expenditures on community planning (Figure 3-9) 
also increased by quite large percentages from 1968 to 
1974. However, it represents a very small portion of 
the entire budget. Scarborough's expenditures in 
this field increased by 348.6 per cent, Toronto's by 
110.8 per cent ,\Etobicoke's by 77.9 per cent; and 
Metro's (alone) by 92.9 per cent. The increase in 
total expenditures for this function was 84.3 per cent. 


North York's per household expenditures 
actually declined by 37.8 per cent over this time 
period, due to a change in accounting procedures in 
LO 720 


viii) Financial Expenses 


As can be seen from Figure 3-10, per house- 
hold expenditures for financial services have been 
very erratic, and no general trend is readily discern- 
ible. Per nousehold financial expenses decreased by 
9.0 per cent in East York and 7.8 per cent for Metro 
alone over the period 1968 to 1974, but they increased 
by 358.3 per cent in North York and 22852. per cént. in 
Scarborough. Increases closer to the average took place 
in “Etobireoke..(27..1%) York .23. 7%) "and -Torontomde 524). 
Total per household expenditures for this function in- 
reased by 18.1 per cent. 


ix) Expenditure for Education 


As was noted earlier, expenditures for education 
declined considerably as a percentage of the total 
expenditure, For the purposes of this discussion, educational 
expenditures refer to municipal expenditures. They do not 
include the provincial grant for education. For a brief. dis- 
cussion of this latter point, see the next section of this chapter. 
In 1974 in Metro alone, educational expenditure (net 
of provincial grants) amounted to 47.8 per cent of total 
expenditures, while in 1968, educational expenditures 
absorbed 58.5 per cent of Metro's total expenditures. 
Throughout this same time period, it is interesting to 
note that per household expenditures for education 
increased from $410.51 to $446.00 or by only 8.6 per cent. 

But on a per capita basis, the average annual increase 
was 3.67 per cent. The reason for this difference 
between the per capita and the per household expenditure 
increase can be attributed to the fact that household 
formation (which is the basis for much of the local 
revenue) has increased at a faster rate (about 4% 
annually) than has population (about 2% annually). 
Indeed, the "growth in population in Metro is more 
characteristic of young adults both living and working 


within a limited radius, Hence, the lower percentage 
Ol eee 


Ibids, ps Tie 
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Figure 3-9: Per Housenola Expenditures for Community Planning 
For the Years 1968-1974 
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Figure 3-1l: Metro's Expenditure for Education 
For the Years 1969-1974* 
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of students to population"2/ and the resultant low 


percentage increases in per capita or per household 
expenditures for education. 


However, the cost to Metropolitan Toronto 
for education as measured by per pupil expenditure 
illustrates that educational costs have risen more 
substantially than suggested in the preceding paragraph. 
Expenditure per pupil rose from $600.56 to $733.78 or 
by 22.2 per cent over the five year period from 1969 
to 1974, an average annual increase of 4.4 per cent. 
While the percentage of total expenditures which have 
gone to education have fallen throughout the period 
1968 to 1974, it still remains the largest single item 
of local expenditure. For example, in 1974, education 
claimed 3.37 times as much as public works, 3.37 as much 
as health, social and family services, 3.42 times as 
much as protection, 9.91 times as much as sanitation, 
and 16.51 times as much as recreation and community 
services. Given this enormous impact on the local 
budget, one can only expect that educational expenditures 
will continue to absorb the largest share of Metro's 
budget, unless of course, some alternative arrangement 
can be made for financing educational expenditures. 


(ee An Analysis of Total Current Expenditures - 
An Alternative Overview 


In ‘spite of the rationale (footnote l, 
Chapter 3) for excluding the provincial grant for 
education from the earlier analysis of current expendi- 
tures, it is helpful to view the total expenditure 
package in the Metro system. Such an assessment must 
include the provincial grant for education. Figure 3-12 
refFects the percentage of the total current expenditures 
in the Metro system which are attributed to the various 
functions. Since the expenditures on education in each 
year are now higher by the magnitude of the provincial 
grant, and since expenditures on the other functions 
have not changed, it must follow that the percentage 
of total expenditures absorbed by education is higher 
while the percentage absorbed by all other functions 1s 
lower. For example, when provincial grants are included, 
education accounts for 47.9 per cent in 1968 and 43.1 
per cent in 1974 (Figure 3-12), Corresponding figures when the 
provincial grant for education is excluded are 41.2, and 33.2, 
per cent respectively (Figure 3-1). Although all other functions 
absorb smaller percentages of the total expenditure, 


lI Ministry of Treasury, Economics and Intergovernmental 


i i i i 1 Government 
Affairs, Municipal Finance Branch, Regiona 
a Financial Review, Ontario Tax Study 11, 


in Perspective: 
Toronto, 1976, p. ss 

1B por a table summarizing the percentage increase (decrease) 
in per household current expenditures by function for Metro 
and the area municinalities from 1968 to 1974, see 


Appendix D. 
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in general each of the major functions maintains its 
same relative importance in any specific year. 


Because education is the only expenditure which. 
has changed from our previous analysis (Chapter 3, Part Bot, 
it is unnecessary to repeat the comments made earlier. 
on the other per household expenditure functions. There- 
fore, our remaining comments in this section will con- 
centrate on educational expenditures. Figure 3-13 
and Table 3-1 illustrate the overall impact of educational 
expenditures when one has considered the provincial 
grant for education. Figure 3-13 reflects the total 
expenditures on a per household, per capita and per 
pupil basis. 


Table 3-1 
Metropolitan Toronto School Board Expenditures 


School Board School Board 
Expenditures as Expenditure as 
a Per Cent-of a Per Cent of 
the. Totalwort the Total of 
Current Expendi- Metro's Current 
Total tures & Proyin- Expenditures & 
Educational cial Grants Provingial 
Expenditures Grants 


$ (000) 
3185550 
354,907 
410,402 
424,918 
459,605 
462,986 
495,762 


Municipal expenditure includes the total of all expenditures 


in Metro alone and the area munici fee 
i Papel esu age. th 
City of Toronto and Metro alone). ( ’ e boroughs, 


2 
Municipal Expenditure includes the t 
Metro alone. Otal expenditures in 


Source: Calculated from Municipal Financial Information, 


and The Annual Report of the Commissi 
issioner of F 
Metropolitan Toronto. aos! 
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Figure 3.42 Current Expenditures by Function as a Percentage of Total 


Expenditure in Metro System 
(including provincial grant for education) 
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Figure 3-13: Metro's Expenditure for Education 


(including Provincial Grants) 
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; When the provincial grant is in 
educational portion of total ee ee es 
(Table 3-1) falls from 65.0 per cent of total expendi- ‘: 
tures in 1968 to 57.9 per cent in 1974. In per house- 
hold terms, the expenditures on education rose from 
9a¢1 27s -in 1908. to. $669.87 an 1974, an increase of 
23.7 per cent. During this same time period, the 
provincial grant for education increased in importance 
It supported 23.7% of total educational expenditures 
in 1969 and 32,3% in 1974, a Substantial increase. 


D. Comparative Analysis of Total Capital Expenditures 


In Figure 3-14, capital expenditures for each 
of the main municipal functions are shown as percentages 
of total expenditures, for the years 1968 to 1974. As 
with the comparative analysis of current expenditure, 
expenditures for each function represent the, gggregate 
expenditures for each of the municipalities. 


The most noticeable shifts in capital expenditures 
occurred in public works and education. Public works, 
aS a percentage of total capital expenditures, fell from 
38.9 per cent of the total in 1968 (the highest expendi- 
ture) to 22.9 per cent in 1974 (still the highest expendi- 
ture). Capital expenditure on education changed even more 
noticeably. It fell from 33.8 per cent of the total in 
1968 to 10 per cent in 1974. Other items showing a con- 
Siderable change over this period included sanitation 
which rose from 7.7 per cent to 17.3 per cent, recreation 
and community which increased from 4.9 to 16.6 per 
cent and rapid transit which rose from 4.6 to 17.4 per 
cent. 


Capital expenditures on the remaining items, 
as percentages of total capital expenditures, changed 
rather erratically but continued to be rather insignificant 
in terms of their overall impact. Perhaps the only 
exception to this was waterworks which accounted for 3.1 
petyeentsosetnetotal insI968and95.9 per’ cent in®1974. 
Changes in the leyel of capital expenditures on general 
government (from 1.3 to 1.4 per cent), protection (from 
.8 toile7epern cent);nhealth;iietc! (from .5/te 20 Oper 
cent) and community planning (from 2.3 to 1.2 per cent) 
had relatively little impact on overall capital expendi- 
tures. 


See Appendix E for a more detailed breakdown. 
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E. Comparative Analysis of Total Per Household Capital 
Expenditures for Metropolitan Toronto and the Area 
Municipalities from 1968 to 1974 


As can be seen from Table 3-2, per household 
capital expenditures on public works, while the highest 
in both years, actually decreased by almost 44 per cent 
Over the seven year period. This, when combined with the 
decrease in per household capital expenditures on education 
(71.5 per cent) resulted in an overall decline in total 
capital expenditures (on a per household basis) of 4.1 
per cent. Community planning also decreased by almost 
50 per cent but the absolute level of per household capital 
expenditures on this function was so low that it had 
little, if any, impact on the overall prcture. “1t 1s also 
interesting to note that in 1968, capital expenditures on 
education and public works together accounted for 73 per 
cent of total capital expenditures. By 1974, these had 
fallen to 33 per cent of the total. 


A number of other capital expenditure functions 
have shown considerable increases. For example, per house- 
hold expenditures on sanitation increased by 115 per cent 
from $26.20 per household (7.7 per cent of total capital 
expenditures) in 1968 to $56.33 per household (17.3 per 
cent of total capital expenditures) in 1974. Similarly, 
per household capital expenditures on recreation and 
community services rose by 226.8 per cent, while rapid 
transit and waterworks increased by 265 and 82 per cent 
respectively. The sum of these four expenditure items 
accounted for 20.3 per cent of the total in 1968 and 
57.2 per cent in 1974, an indication of the changing 
emphasis in the overall capital expenditure program. 


Table 53-3 illustrates the percentage increase or 
decrease in per household capital expenditures for each 
of the area municipalities from 1968 tosi97470 Metror 
while not directly comparable with the area municipalities, 
exhibited a slight decrease in per household expenditures 
(1.4 per cent). This decrease was primarily attributed 
to the large reduction in per household capital expenditures 
on education, a reduction which more than offset increases 
in other expenditure items, particularly rapid transit. 
The only two municipalities to show an increase over this 
period were Scarborough (61.1 per cent) ‘ands Yorkuts 10 
per cent). Toronto (6.9 per cent) and Etobicoke (8.1 
per cent) displayed slight decreases in their per house- 
hold capital expenditures from 1968 to 1974, while East 
ork and North York decreased their per household capital 
expenditures substantially (50.2 per cent and 36.9 per 
cent respectively) from 1968 to 1974. 


Figure3.14 Capital Expenditures by Function as a Percentage of 
Total Capital Expenditures Including Education 
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Table 3-2 


Percentage Increase (or Decrease) in Total 
Per Household Capital Expenditure by Major Function 


Per Household if 


[e} 
Increase 
(Decrease) 


Function Capital Expenditure 


| 
General Government 


Prouse tion 


Public Works 132029 
Sanitation 26.20 


Health, Social and 
| Family Services 


} 
ee i and 


Community 
Community Planning 


Rapid Transit 
Waterworks 


ducation 


TOTAL 


Source: Appendix E. 
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Table 3-3 


Percentage Increase (Decrease) in Total Per 
Household Capital Expenditure by Municipality 


Per Household 


Capital Expenditure . 


Increase 
(Decrease) 


Municipality 


Toronto 
East York 
Etobicoke 
North York 
Scarborough 
York 

Metro alone 


Metro system 


Source: Calculated from data in Jarrett, Goold and 
Elliott, opJcit., and Appendix E. 
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CHAPTER 4 


FACTORS INFLUENCING EXPENDITURE INCREASES 


A. Impact of Inflation on Per Capita Current Expenditures 


To demonstrate the effect which inflation has 
had on municipal expenditures, the expenditures by munici- 
pality and by Satan in current dollars, were converted 
into constant dollars. (See Appendix F) 


Tables 4-1 and 4-2 demonstrate the impact of 
inflation within each municipality and for each of the 
general expenditure functions within the Metro system. 

It is evident that inflation has been a major factor in 

the rapid increases in current expenditure in the last 
couple of years. Inflation rates were quite low from 1968 
to 1972, but then began to increase rapidly. (See Table 4-3). 


Inflation accounted for a very large percentage 
of the growth in per household expenditures in East York 
(170.2%), and North York (173.8%). As indicated in Table 
4-1, per household expenditures in constant dollars in 
these two municipalities actually declined from 1968 to 
1974. The other municipalities also experienced quite 
large increases in per household expenditures due to 
inflation. The inflation component in per household 
expenditure increases for Toronto was 85.3%, for Etobicoke 
it was 91.4%, for Scarborough it was 92.0%, for York it 
was 80.1% and for Metro it was 89.33. 


Per household general government expenditures 
in constant dollars declined from $47.17 in 1968 to 
$43.03 in 1974; thus the inflationary component of the 
percentage increase in the function amounted to $147.3%. 
Other functions which showed greater than average percentage 
increases in per household expenditures due to inflation 


20the Consumer Price Index (CPI) for Toronto was taken 
from: Statistics Canada, Prices and Price Indexes, Vol. 
23. NOW 77 ePable 20, Ottawa, July, 1975. In general the 
Wholesale Price Index or the Price Index for Government 
Expenditures on Goods and Services would be more useful 

in deflating government expenditures but these indices 

were not used in this study because they were not available 
for Metro Toronto. The CPI was the only price index 
Specifically calculated for Metro. 


were Sanitation (153.1%), for which constant per house- 
hold expenditure declined from $70.97 to $63.61, financial 
expenses (163.5%), for which constant per household 
expenditure declined from $17.68 to $15.65, and education 
(131.0%) for which constant per household expenditure 
declined.from-$541.82 to $502.15. 


Functions which demonstrated lower than average 
percentage increases in per household expenditure due to 
inflation were community planning (54.8%), recreation and 
community services (58.5%), protection (59.0%), health, 
social and family services (66.7%), and public works (86.7%). 


B. Expenditure Performance 


Growth in local government expenditure can essen- 
tially be attributed to three different factors: inflation, 
increased volume of service, and increased level of service. 
Volume of service refers to the total amount of service 
provided within the municipality. This tends to increase 
as a result of "general economic growth, particularly growth 
in population, households and commercial and industrial 
activity. "21 Level of service refers to the amount of 
service available per unit of population. Growth in the 
level of service implies improved or increased service per 
unit whether it be per 1000 population, per household, or 
per capita. 


Ideally, to assess existing expenditure 
programs, and to make meaningful comparisons between muni- 
Cipalities, expenditure growth should be separated into 
these three different growth components. Unfortunately 
non-financial statistics, which are necessary if volume 
and level of service are to be accurately compared, are 
not yet available from the municipalities in comparable 
form. The Ministry of Treasury, Economics and Intergovern- 
mental Affairs "is gradually developing the non-financial 
reporting requirements for each municipal service. "22 


Lacking this more sophisticated data, a cruder 
but nonetheless quite useful method was used to dis- 
aggregate growth in total expenditures from 1968 to 
1974, by function and by municipality, into 


21vinistry of Treasury, Economics and Intergovernmental 
Affairs, Municipal Finance Branch, Regional Government in 


Perspective: A Financial Review, Ontario Tax Study ll, 
Toronto, 19/6, pp. 20-21. 


2 2Ministry of Treasury, Economics and Intergovernmental 
Affairs, Advisory Services Branch, The Classification of 


Expenditure: A Guide for Municipal Treasurers and Auditors, 


TOrento, 19745" p. 202. 
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Table 4-1 


Impact of Inflation on Per Househotd Expenditure 
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in the Municipalities 


1 
Excludes the provincial grant for education. 


2 Sa 
Includes the provincial grant for education. 


Source: Calculated from data in Appendix B, Table 4-3 and Municipal Finance 


Information, Ministry of Treasury, Economics and Intergovernmenta| 
Affairs, Toronto. 
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Table 4-2 


Impact of Inflation on Per Household 
Expenditure by Function 


$ 
General Gov't. 
Current ATOVT ee 
Constant AT etT oS 
Protection 
Current 123.93 915. 
Constant 123.93 161. 
Public Works 
Current 155. 10 15. 
Constant 153% 10 161. 
Sanitation 
Current 70.97 84 
Constant 70.97 63 
Health, Social & 
Family 
Current 156. 
Constant iby ee 
Recreation & 
Communi ty 
Current 113. 
Constant 85 
Commun i ty 
Planning 
Current 15 
Constant 11 
Financial Serv. 
Current 20 
Constant 15 
Education! 
Current 446 
Constant 334 
‘Anz 
Education a 
Current a 
Constant 


lexcludes the provincial grant for education. 


7 includes the provincial grant for education. 


Calculated from data in Appendix B, Table 4-3 and Municipal Finance 
Information, Ministry of Treasury, Economics and Intergovernmental 


Affairs, Toronto. 


Source: 
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TABLE 4-3 


Consumer Price Index for Toronto 


CPI-£o0xn- Toronto Rate of 
(1968 = 100) Inflation $% 


Source: Prices and Price Indexes, Statistics Canada, 
Ottawa, annual publication. 
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the three separate components, 73 As can be seen from 
Table 4-4, inflation has accounted for the largest 
percentage of growth in operating expenditures. 
However, both the volume and the level of services 
increased in most municipalities, 24 and with respect 
to most functions,?° demonstrating that taxpayers have 
been receiving additional benefits for the increased 
expenditures. 


Table 4-4 shows that inflation was responsible 
for between 49.4 and 89.5 per cent of the total percentage 
increase in expenditure from 1968 to 1974, in each of 
the municipalities. Increases in volume of service was 
responsible for between 15.1 and 115.4 per cent of the 
total percentage increase in expenditure, and increases 
in levels of service was responsible for up to 19.9 per 


23 Given the above definitions of volume and levels of 
service, growth in total expenditures can be expected to 
be the result of inflation, increased volume and increased 
level of services. Growth in per household expenditures, 
however, can be expected to be the result of inflation 

and increased level of service only, since dividing by 
the total number of households eliminates the volume 
component. 


The percentage increase in total expenditures 
and per household expenditures which can be attributed to 
inflation, can be found by converting the current dollar 
expenditures into constant dollar expenditures using the 
C.P.I. for Toronto. The percentage increase in per house- 
hold expenditures which is not a result of inflation 
must be attributed to a change in the level of service © 
provided. Once the percentage change which can be attri- 
buted to growth in level of service is known, and the 
percentage change in total expenditures which can be 
attributed to inflation is known, the third component - 
the percentage change in total expenditures attributable 
to growth in volume - can be found by adding the percen- 
tage change accounted for by the first two components 
and subtracting the total from 100 per cent. See Appendix 
G for a more detailed explanation of the calculation. 


a4 eye of service declined in East York, North York and 
Metro. 


22 ees) of service declined in the financial services 
function, the general government function, the sanitation 
function, and the education function. 
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cent of total percentage increase in expenditures in 
each of the municipalities, In fact, the level of 
service measured in this way actually declined in some 
municipalities and in Metro as a whole. 76 


In East York, there was a substantial increase 
in the number of households from 1968 to 1974 (21.0%), 
whereas constant total expenditures increased by only 
4.1%. Therefore, a decline in the level of service 
resulted, and the total percentage change in expenditures 
for East York must be explained by inflation (89.5% of the 
percentage change) and volume of service (80.8 per cent 
of the percentage change). A similar result occurred in 
North York where inflation accounted for 58.4% of the 
percentage change and increased volume of service accounted 
for 115.4 per cent of the percentage change in expenditure 
(to be expected in an area in which household formation 
increased by 49.8 per cent. 


If one excludes the provincial grant for 
education, the level of service provided by Metro alone 
declined by 25.5 per cent, but the number of households 
increased slightly more (25.9 per cent). Inflation 
accounted for 62.2 per cent of the increase in Metro's 
expenditures, whereas volume of service accounted for 
38.7 per cent of the change. But if the educational 
expenditures arising from the provincial Grant) mor 
education are included, the results are somewhat different. 
Inflation, then, accounted for 58.5 per cent, the level 
of service for 30.7 per cent of the growth in Metro's 
expenditures from 1968 to 1974, 


Predictably, growth in the volume of services 
accounted for a fairly small portion of the total percent- 
age growth in the expenditures of municipalities like 
Toronto and York, which have experienced relatively slow 
growth in family formation from 1968 to 1974 (9.7% and 
12.4%, respectively), In the municipalities with 
higher growth rates, volume of service represents a large 
portion of the total percentage increase in expenditure. 


ee 


26h rai : 
e Ministry of Treasury, Economics and Intergovernmenta; 


Affairs in its study, Regional Government in Perspective: 

A Financial Review, o -cit., also examined arowth in volume 
and level of service, and growth due to inflation. The 
figures from the two studies cannot be directly compared 
Since the functions and the areas compared are dissimilar 
and since the Ministry used a more sophisticated method for 
disaggregating the total percentage growth into the various 
components. However, that study also found inflation to be 
the most predominant cause of increased expenditure, followed 
by volume of service, and then level of service. 
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Table 4-4 


Percentage of Expenditure Increases in the Various 
Functions and Municipalities Attributable to Inflation, 
Volume of Service and Level of Service, 1968-1974 


: tie Volume of | Level of 
% 


(47.3) 


General Government 
Protection 

Public Works 

Sanitation 

Health, Social and Family 
Recreation and Community 
Community Planning 
Financial Services 
Educationl 

Education 


Toronto 
East York 
Etobicoke 
North York 
Scarborough 
York 

Metrol 
Metro2 
Totall 
Total2 


Figures in brackets indicate a decrease. 


excludes provincial grant for education. 


*Includes provincial grant for education. 


Calculated from data in Tables 4-1, 4-2, Appendix B, 
and Municipal Finance Information, Ministry of 
Treasury, Economics and Intergovernmental Affairs, 


TOLOMCOl. 


Source: 
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Although inflation accounts for a fairly large 
portion of the increase in total expenditures for all 
municipalities, it accounts for a much larger portion 
for municipalities whose total expenditures grew rela- 
tively slowly between 1968 and 1974. East York's total 
expenditures increased by only 38.9 per cent from 1968 
to 1974; and 89.5 per cent of this total can be attributed 
to inflation. Toronto's total expenditures increased by 
only 55.4 per cent; 70.2 per cent of which can be attri- 
buted to inflation. 


By contrast, in municipalities with higher 
growth rates in total expenditures, inflation played a 
much less significant role. For example, Scarborough's 
total expenditures increased by 102.9 per cent from 1968 
to 1974; inflation accounted for only 49.4 per cent of 
this increase. North York's total expenditures increased 
by 75.0 per cent; inflation accounted for only 58:4 per 
cent of this increase. Etobicoke's expenditures increased 
by 74.3 per cent; inflation accounted for 59.4 per cent 
of this increase. 


For the entire Metro system (including the 
provincial grant for education) inflation accounted for 
59.3 per cent of increased expenditures from 1968 to 1974 
while the level and volume of service accounted for 32.9 
and 7.8 per cent respectively. 


Similar results can be found when the functions 
of all governments in the system are examined in relation 
to the three growth components. 


Inflation accounts for a much’ smaller proportion 
of the total percentage increase in expenditure from 1968 
to 1974 for the rapid growth functions. The largest 
proportion of these increases results from growth in the 
level of service. Expenditures for protection increased 
by 118.8 per cent from 1968 to 1974; of the total percent- 
age increase only 46.1 per cent was accounted for by 
inflation and 41.0 by increases in level of service. 
Expenditures for health, social and family services 
increased by 101.5 per cent; 49.8 per cent of. this total 
percentage increase was attributable to inflation ANCsis 3.5 
per cent to increased level of service. Expenditures for 
recreation and community services increased by 120.2 per 
cent; 45.8 per cent of this was attributable to inflation 
and 41.5 per cent to increased level of service. Expend- 
itures for community planning increased by 132.0 per cent 
from 1968 to 1974: 43.9 per cent attributable to inflation 
and 45.2 per cent to increased level of service. 
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General government, public works, sanitation, 
financial services and education showed much smaller 
increases (or decreases) in level of service, and a 
much larger portion of the total percentage increase in 
expenditure for these functions was attributable to either 
inflation or growth in volume of service. 


Per household expenditures for financial services, 
education (including and excluding the provincial grant 
for education), general government and sanitation measured 
in constant dollars actually declined from 1968 to 1974, 
indicating a decreased level of service per household. 
The increase in expenditures for these functions must be 
attributable to inflation and an increase in volume of 
service. For general government, sanitation, and financial 
services, this decline can be explained by economies of 
scale that have been achieved in these expenditure functions 
and the savings realized through the use of computers and 
other technological innovations. 


When one assesses education expenditures, 
excluding the educational expenditures arising from the 
provincial grant for education, one notices that over 93 
per cent of the increase can be attributed to inflation 
while the level of service actually declined by 216.3 per 
cent. This occurred because the formation of households 
increased by 25.9 per cent in Metro from 1968 to 1974, 
while the average number of children per family declined 
significantly over the same time period. Consequently, 
with fewer children per household demanding educational 
services, the level of educational services per household 
has declined accordingly. The volume of service, on the 
other hand, increased by 223.1 per cent. 


An alternative and more comprehensive way of 
viewing the educational expenditures is to assess these 
expenditures including the provincial grant for education. 
In this case, inflation accounted for 70.1 per cent of 
the increase, the volume of service increased by 60.8 per 
cent while the level of service fell by almost 31 per cent. 


Because of the interaction of these three growth 
components it is quite impossible to predict future 
expenditure growth for Metropolitan Toronto, in any other 
but a general and approximate sense. 


Inflation rates in Toronto have been high in 
the last few years, and they accounted for the greatest 
portion of the percentage increase in municipal expendi- 
tures in Metropolitan Toronto and the area aes na pire 
However, it cannot safely be predicted that inflation wl 
remain at the same level in the future. 


Increases in expenditure due to increases in 
volume of service may be expected to continue, with the 
growth in population (which has averaged about 2 per 
cent per year over the past seven years) and growth 
in industrial activity. Growth in expenditures as a 
result of increases in volume of service necessary to 
support general economic growth, however, is again very 
difficult to predict since there may be economies of 
scale to be realized, implying that as the municipali- 
ties grow it may be adequate for volume of service to 
grow at a slower pace. As well, in some functions, 
diseconomies of scale may exist, implying that volume 
of service may necessarily increase at a faster rate 
than the rate of increase in general economic growth. 


Level of service can be expected to increase 
in Metropolitan Toronto and the area municipalities as 
personal incomes rise and individuals demand more and 
better public goods. As the analysis has suggested, 
this demand will most likely continue to shift away from 
the ‘hard’ services and towards the 'soft' services. 
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C. Impact of Wages on Current Expenditure 


The functions for which expenditures are 
increasing at the most rapid pace, and those which 

account for a large portion of the total expenditures 

are generally those which are labour intensive. Activities 
which include labour as an "important element in the 
quality of service provided .. . can benefit very little 
from increases in productivity brought about by innovations, 
capital accumulation and economics of large-scale pro- 
duction, which are charggteristic of the progressive 

sector of the economy." 


ers 20°. 
William J. Baumol, : in a recent article, 
has elucidated on this aspect of municipal costs. 


"The bulk of our municipal expenditures is 
devoted to education which, as we have 
already seen, offers very limited scope 

for cumulative increases in productivity. 
Theysame: is true of police, of hospitals, 

of social services, and a variety of in- 
spection services. Despite the use of the 
computer in medicine and in traffic planning, 
despite the use of closed circuit television 
and a variety of other devices, there is no 
substitute for the personal attention of a 
physician or the presence of a police patrol 
in a crime-ridden neighbourhood. The bulk 
of municipal services is, in fact, of this 
general stamp and our model tells us clearly 
what can be expected as a result. Since 
there is no reason to anticipate a cessation 
of capital accumulation or innovation in the 
progressive sectors of the economy, the up- 
ward trend in the real costs of municipal 
services cannot be expected to halt; in- 
exorably and cumulatively, whether or not there 
is inflation, administrative mismanagement 
or malfeasance, municipal budgets will almost 
certainly continue to mount in the future, 
just as they have been doing in the past. 
This is a trend for which no man and no group 
should be blamed, for th 5e is nothing that 
can be done to stop it." 


oo A.J. Robinson, Economic Evaluation of Municipal 
Expenditures: P.P.B., Toronto: Canadian Tax 
Foundation, 1971, p. ll. 

ae W.J. Baumol, "Macroeconomics of Unbalanced Growth: 
The Anatomy of Urban Crisis," American Economic 
Review LVII, 3 (June, 1967), pp. 415-26. 


29 Ny alee pee 122. 
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From 1968 to,1974 the total wage bill for all 
Ontario municipalities increased from 41.6 per cent of 
total municipal expenditures, excluding education, to 
44.8 per cent. Over this same period, their total wage 
bill increased by 121.3 per cent while total expenditures 
increased by only 105.6 per cent. 


With respect to the wage bill of Metro and 
the area municipalities, it is important to note that 
higher wage costs can be attributed to increases in 
both the number of employees and wage levels. Unfortun- 
ately, information on the number of employees and the 
rate of remuneration per employee for each of the ex- 
penditure functions in each of the area municipalities 
is not available. It was only possible to obtain 
aggregated data on various categories of employees. 
Nonetheless from this information a number of inferences 
can be made about the impact of increases. in wage rates 
or salaries on total expenditures. 


Table 4-5 provides some interesting statistics 
for all employees covered by union contracts. Inside and 
outside workers are the largest of unionized employees 
in the Metro system (33 per cent each in 1970 and 31 per 
cent and 28 per cent respectively in 1974) and the rate of 
increase in their wages or salaries has far exceeded the 
increase in their numbers over the four year period. In short, 
increased wage rates and salaries have accounted for a 
much greater share of the increase in total labour 
cost than has the increase in the number of employees. 

If fringe benefits were included, the increase in the 
remuneration per employee would be even more dramatic. 
For example, in the Metro locals of. :the--Canadian Union of 
Public Employees, the benefits package as a percentage of 
total compensation has increased by approximately one 

per cent per year from 1970 to 1974, 


= APR ee ee ee 
Data were taken from: Minister of Industry, Trade and 
Commerce, Local Government Employment, Catalogue 72-009, 
Vol. 2, No. 1 to Vol. 9, No. 4, Information Canada, 
Ottawa, 1968-1975. 

31 : 
The figures presented in Table 4-5 and discussed above do 


not cover all employees because i) reports were not avail- 
able for all municipalities and ii) there are non-unionized 
and contract employees included in the complement of a 
Municipality which are not included in the union contracts 
submitted to the Ministry of Labour and presented above. 
Non-union and contract employees generally have salaries 
which move in the same direction as those of unionized 
personnel. Finally, those municipalities for which inform- 
ation is not available do not seriously impair the analysis 
of total salary change over the 1970 to 1974 period since 


the Salaries for employees in comparable positions vary 
very little among municipalities. 


a3 
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For inside workers, Metro alone and the City 
of Toronto paid higher salaries per worker in both 1970 
and 1974 than did the other area municipalities. On 
the other hand, the outside workers received an identical 
hourly rate in all of the area municipalities in both 
1970 and 1974. 


Given the 'non-progressive' nature of the 
service sector, and the increasing public involvement in 
the provision of services requiring large amounts of 
labour, it can be speculated that wages will continue to 
be a significant factor in the costs of providing 
municipal services in the future. 


D. Impact of Interest Rates on Expenditure 

Table 4-6 illustrates a number of salient 
features ,5urrounding municipal debt in Metropolitan 
Toronto. From 1971 to 1975, 5OSS debt increased 
by ll per cent whereas net debt decreased by almost 
5 per cent. This decline in net debt primarily reflects 
a progressive increase in provincial assistance to service 
debt incurred for school purposes ,from 28.3 per cent in 
1971 to 47.4 per cent in 1975, At the same’time, thelmet 
debt per capita and per household fell. Debt service as 
a per cent of total municipal revenue fell from 17.8 per 
centr in 1971 to 23.6>per centiinao7ss 


For the period 1972 to 1975 (Table 4-7), 
interest payments represented between 57.0 per cent and 
61.5 per cent of debt servicing charges, the remainder 
being used to repay principle. For the years 
1976 to 1980, interest payments are expected to range 
between 56 per cent and 63 per cent of the total cost 


Oe ete eae ee Ee ee eT he 

32mhe Metropolitan Toronto Corporation (Métro alone) issues 
debentures on behalf of area municipalities, the Metro 
Toronto School Board and municipal utilities. With certain 
exceptions, the area municipalities, the Toronto Transit 
Commission, and other municipal utilities, the Metro- 
politan Toronto School Board and the boards of education 
of the area municipalities do not have the power to issue 
bonds or debentures. For a more detailed discussion of 
this, see the Prospectus on The Municipality of Metro- 
politan Toronto, by Salomon Brothers, Dominion Securities 


Harris & Partners Inc., Wood Gundy Incorporated, June 30, 
T9I65" 6. ; 


The difference between gross debt and net debt is 
attributed to certain debts being financed out of user 
charges (in the case of municipalities) or being repaid 
to the municipality by the province (as in the case of 
education and the administration of justice). Net debt, 
then, is the amount which must be financed by the 
municipality from local taxation. 
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of servicing debt. This estimate is based on the funded 
debt outstanding at May 31, 1976. Any increase in the 
amount of debt outstanding during the next few years will 
obviously lead to an increase in total debt service 
charges. In per capita terms, interest costs were $71.70 
per capita in 1972 and $77.98 in 1978, an increase of 

8.8 per cent. Over the same years, the cost of repaying 
the principal will remain at roughly $30 per person. 


Although interest rates over the past 20 years 
have fluctuated, the general trend has been upward (see 
Table 4-8). This has increased the cost of municipal 
services, for even a one per cent increase in the cost of 
borrowing can add millions of dollars to municipal expendi- 
tures. For example, in 1972 total interest payments were 
$86,422,000. If it were assumed that the average rate 
of interest on the debentures outstanding was 6 per cent, 
an increase of one percentage point in the interest rate 
would have meant that interest payments would have increased 
by roughly $14 million. 


Unfortunately, future interest rates cannot: be 
predicted with any certainty, but the costs of borrowing 
have been quite high in recent years. Indeed, a large 
roll-over of early debt (at low rates) into current issues 
at current rates could increase interest costs. If it is 
assumed that the days of 4-5% bonds are Over, interest 
expenses could conceivably increase for a long time. 

Table 4-7 illustrates the estimated Magnitude of the annual 
interest and principal costs of the funded debt outstanding 
at May 31, 1976 for each of the years 1976 to 1980. 

These costs will absorb a relatively significant percent- 
age of future municipal budgets. In addition, any further 
borrowing (and this is certain to take place) will increase 
the annual cost of servicing the debt. ay 
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Table 4-7 
Debt Service on Funded Debt for the Metropolitan 


Corporation, Metropolitan Toronto School Board, 
Area Municipalities, and Municipal Utilities 


Interest Principal 
pee Interest ea acne Total Principal MEAL one 
nat Service Aa Service 

% (000) 

$86,422 $65,207 43.0 $151,629 
32,093 64,881 41.6 155,978 
96,634 64,907 40.2 161,541 
103,314 64,602 36.0 167,916 
111,304 63,435 86.5.3 L747 39 
106,747 677330 38.7 ue SR De 
88,040 O7 pa74 43.4 155,414 
88,040 67,374 43.4 155,414 
88,040 67,374 43.4 155,414 


linterest payments include full interest payable on all unmatured 
debentures including debentures purchased as investments and held 
in sinking funds. Principal payments include repayments of serial 
debentures and annual deposits for sinking fund debentures ee 
with interest capitalized yearly thereon will be sufficient to repay 
such sinking fund debentures when due. Total principal payments are 
therefore less than outstanding debt maturities. 


“estimates are based on funded debt outstanding at May 31, 1976. 


i i Municipality 
Source: Information obtained from a prospectus on The Pp 


of Metropolitan Toronto, Salomon Brothers, Dominion 


Securities Harris & Partners Inc., Wood Gundy Incorporatea, 
June 30), 19 767. 


- 58 e 


Table 4-8 


Interest Rates Paid on Direct Debenture Debt 
of the Metropolitan Corporation By Year 
of Issuance of Debt 


Interest Rate (%) 
(Payable in Canadian Funds) 


L772 
3/4 
l/z 


Year Debentures 
Issued 


3/4 

V/A tore 

3/4 to: 5 3/78 

L/ eto tie 

CONS 1/2 

tol 5-1/4 

1/2 

if@ to 5 378 

tone. <b/4 

tGR7. 

to; 7 1/4 

3/4 £08 374 

3/4.2tO 91/4 

to 8 

1/4 to 8 3/8 

1/4 to 8 3/8 

Ub RO: PO73/s 
374 “oP TO"4 7S 


8 OS SOT On) SD NV ONS Gon uF ata Bm Gwo 


Source: Information obtained from a prospectus on 
The Municipality of Metropolitan Toren toy, 
Salomon Brothers, Dominion Securities 
Harris & Partners Inc., Wood Gundy Incor- 
porated, June 30, 1976. 
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CHAPTER 5 


FUTURE EXPENDITURES 


A. Elasticity of Local Spending 


Several studies?4 have used an ‘elasticity 


of local expenditure' coefficient as an indication of 
possible future expenditure trends. Public expenditures 
are said "to be 'income-elastic' if they increase more 
than proportionately in association with a given increase 
in national income; that is, for some time period, the 
rate of growth of government expenditures igs relatively 
faster than the growth of national income." ° 


it has generally been found that local govern- 
mental expenditures are quite income-elastic, having 
elasticity coefficients well in excess of 1.0. 


However, the elasticity coefficient for Metro- 
politan Toronto and the area municipalities for the years 
from 1968 to 1974 was only .72, indicating that municipal 
public expenditure did not increase as rapidly as did 
gross national product. If the elasticity coefficient had 
been 1, then a one per cent increase in GNP would have 
been matched by a one per cent increase in local public 
expenditures. The elasticity of local expenditures in 
Metro from 1968 to 1974 was less than 1 for all years but 
1970, when it was 1.89. 


It may be that local expenditures have been 
restrained to some extent in the past few years, 
by the limitations imposed by a revenue base, financed 
mainly be the property tax, which has not kept pace with 
growth in personal or household incomes. 


When these findings are extrapolated to the 
future, it can be suggested that percentage increases 
in municipalities will be somewhat less than percentage 
increases in national income as measured by the Gross 
National Product. 


B. Projected Current Expenditures for 1980 


Because of the number of factors which lead to 
changes in expenditure levels, expenditure projection is 
far from a science. The present analysis bases projections 


Oe Gee Richard M. Bird, The Growth of Government Spending 
in Canada, Toronto: Canadian Tax Foundation, 1970 for a 
review of the concept and of the literature and A.W. Steiss, 
Local Government Finance, Toronto: Lexington Books, 19:15, 
for an explanation of method of calculation. 


352 OM. Bird, op. ohh apy es Someta. 


= 60) = 


of future expenditure on extrapolations from past 
municipal expenditure trends. 


It was decided to project expenditures in 
constant dollars rather than in current dollars, since 
the constant dollar expenditure functions more 3¢losely 
approximated linear relationships in the past, On 
the other hand, the current dollar expenditure functions 
generally approximated curvilinear relationships and would 
be more difficult to predict. 


The elasticity coefficient for each expenditure 
function in each municipality and for the total expendi- 
tures for each function and each municipality, in constant 
dollars, was calculated by examining its rate of growth 
from 1968 to 1974 in relation to the growth in constant 
dollar GNP. (See Appendix H) 


Expenditure functions which grew at a more rapid 
rate than G.N.P. were protection with an elasticity of 
1.61 (for each one per cent increase in G.N.P., expendi- 
ture for protection would increase by 1.61 per cent); 
health, social and family services (elasticity of 1.29); 
recreation and community services (1.64); and community 
planning (1.86). Scarborough was the only municipality 
with a total expenditure elasticity greater than one CLES. 
The past rapid growth rate of these above expenditures can 
be emphasized by pointing out that the elasticity for total 
constant dollar expenditures for all municipalities to- 
gether was only .64 over the same time period. 


Most projections of G.N.P. for 1980 have pre- 
dicted an ,gnnual growth rate of approximately 5 per cent 
per year. Onttherbasis! of) this assumption, the percentage. 
36 : A : ‘ 5 
The two functions which are obviously exceptions to this 
assumption are public works and financial expenses. Public 
works expenditure, in constant dollars, however, appears 
to approximate a linear relationship after 1972 when Metro 
took over responsibility for the Toronto Transit Commission's 
operating deficits. The ‘projection for financial expenses, 
although probably imprecise due to the erratic nature of 
the function, was also made on the basis of a 
linear relationship. Since they are a relatively 
insignificant portion of expenditures, this would 
not affect the overall analysis. 


ow ok eee 
A further and significant advantage of projecting ex- 


penditures in constant dollars is that one can avoid the 
problem of projecting inflationary increases which appear, 


g58 best, to be highly uncertain for the next few years. 
pee Hi. MacDonald's article, "Long-Term Perspectives 
for Canada," in The Canadian Business Review, Vol. 1 
Nos il, 1974) pore ie ioe 


’ 


Gal = 


change in G.N.P. from 1974 to 1980 would be 34 per cent. 

By using this projection and the elasticity coefficient for 
each expenditure, the expected percentage increase in each 
expenditure for 1980 was calculated. This figure was 

then used to estimate the constant dollar expenditure for 
each function in each municipality in 1980. 

(See Appendix H) 


The actual constant dollar expenditures by 
municipality from 1968 to 1974 and the estimates for each 
municipality for 1980 may be seen in Figure 5-l. Total 
expenditures for the Metro system, in constant dollars, 
are projected to increase by 25.5 per cent from 1974 
to 1980. By far the greatest share of this increase will 
be due to Metro's own expenditures which are pr¢gected 
to increase by 26.5 per cent from 1974 to 1980. 
Municipalities whose total constant dollar expenditures 
are projected to increase more rapidly than the total 
between 1974 and 1980 are Etobicoke (26.2 per cent), 
North York (26.9 per cent) and Scarborough (44.5 per cent). 


Municipalities with projected constant dollar 
expenditure growth rates less than the total are Toronto 
(13.9 per cent), East York (3.4 per cent) and York (19.4 
per cent). 


The actual constant dollar expenditures by 
function from 1968 to 1974 and the estimates for each 
function for 1980 are presented in Figure 5-2. Graphs 
illustrating the expenditure projections for each function 
by municipality are in Appendix I. 


Total real expenditure * for general government 
is expected to increase by 12.6 per cent from 1974 to 
1980. More rapid real expenditure growth for this function 
is projected for Etobicoke (48,3 per cent), North York (69.4 


3°motal expenditure rather than per capita expenditure was 


estimated since per capita expenditure would not take 
into account projected growth in expenditures due to 
volume of service. 


40 hen one excludes the provincial grant for education 


(i.e. when one includes only expenditures from own 
source revenue), the Metro system's expenditures are 
expected to increase by 21.8 per cent. Expenditures of 
Metro alone are expected to increase by 21.8 per cent 
as well. Figure 5-1 illustrates the total expenditures 
including the provincial rant for education. This is 
denoted by Metro”. Metro’ denotes total expenditures 
from all revenue except for the provincial grant for 
educaton. 

41 one term "real" expenditure refers to the level of 


expenditure in constant dollars, i.e. it excludes the 
expenditures attributed to price increases alone. 
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per cent) and Scarborough (53.4 per cent). Less rapid real 
expenditure growth is expected in Toronto (13.9 per cent), 
East York (12.6 per cent) and York (18.7 per cent). 
Expenditures for general government in Metro alone are 
expected to decline by 25.8 per cent in constant dollar 
terms. 


Real expenditure for protection in the Metro 
system is projected to increase by 54.7 per cent, again 
largely as a result of Metro's expenditures (alone), 
which are expected to increase in real terms by 71.1 per 
cent from 1974 to 1980. North York’s constant dollar 
expenditures for protection are expected to increase by 
60 per cent, Scarborough's by 45.2 per cent, Etobicoke's 
by 38.4 per cent, York's by 37,4 per cent, East York's 
by 32.0 per cent and Toronto's by 25.8 per cent. 


Public works expenditure by Metro (alone) 
is also expected to increase the most rapidly in real 
terms from 1974 to 1980, (46.2 per cent) and to account for 
the largest share of the total. All of the other munici- 
palities are projected to experience real increases which 
are less than that projected for the total of the Metro 
system (27.9). The percentage increase expected for Scar- 
borough from 1974 to 1980 is 24.8 per cent in real terms, 
18.4 per cent for York, 10.9 per cent for North Yoru: 
9.2 per cent for Etobicoke, 2.4 per cent for Toronto, while 
East York is expected to experience a decline of 33 per cent. 


Metro alone is also responsible for the largest 
share of expenditures for sanitation and its expenditures 
in this field are expected to increase the most rapidly. 
Its constant dollar expenditure for sanitation is expected 
to grow by 37.4 per cent from 1974 to 1980. All of the 
other municipalities but York, whose expenditures are 
projected to rise by 1.4 per cent, are expected to ex- 
perience declines, in real terms, in their expenditures 
for sanitation. 


Total real expenditure for health, social and 
family services in the! Metro system is expected to 
increase by 43.9 per cent from 1974 to 1980. Increases 
in expenditure by Metro alone are again expected to be the 
greatest (50.7 per cent) and are expected to account for 
the largest share. The expected percentage increases in 
constant dollar expenditure on this function for the other 
municipalities are 35.0 (Scarborough), 16.0 (Toronto), 


14.6 (East York), 13.3 (North York), 9.9 (York), andio.2 
(Etobicoke) ,: 


of. In recreation and community services, munici- 
palities expected to have percentage increases above that 
of the total (55.8 per cent) in the Metro system are 
Scarborough (108.8 per cent); Metro alone (97.6 per cent); 
North York (87.0 per cent); and Etobicoke (64.9 per cent). 
Smaller percentage increases in real expenditure, for this 
function over the period from 1974 to 1980, will be 


experienced by Toronto (14.3 per cent); East York (14.3 per 
cent) and York (14.2 per cent). 
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Constant dollar expenditure for community 
planning is expected to show large percentage increases 
in Scarborough (340.0 per cent), Metro alone (70..%7pex 
cent) and Toronto (62.9 per cent), more moderate increases 
in Etobicoke (59.2 per cent), East York (35.4 per cent) 
and York (20.7 per cent), whereas in North York real 
expenditure is expected to decline by 25.8 per cent. 
Total real expenditure for community planning in the entire 
Metro system is expected to increase by 65.2 per cent 
from 1974 to 1980. 


Projections for real expenditures for education 
up to 1980 vary depending on whether the provincial 
grant for education is included in the estimates. If 
the provincial grant for education is excluded, an 
increase in educational expenditures of 2.04 per cent is 
projected. On the other hand, if the provincial grant 
for education is included, educational expenditures are 
expected to rise by 14.3 per ¢ent. Provincial grants 
were of increasing importance in financing educational 
expenditures (see Figure 5-3) during this period. 


C. Projected Current Dollar Expenditures 


Projecting current dollar expenditures 
involves speculation as to what the rate of inflation will 
be for the next five years. Inflation rates for the past 
couple of years have been around 10 per cent; the AIB's 
efforts are aimed at producing a much lower rate; 
yet some economists speculate that inflation rates 
may be greater than 10 per cent. 


Therefore, it was decided to postulate 
annual inflation rates of 5, 10 and 15 per cent, and to 
calculate the current dollar projections based on each. 
The: values were projected for each function, in each 
municipality, for each inflation rate, by increasing the 
1980 constant dollar expenditures by factors of 1.788, 
2.363 and 3.086 (which respectively represent inflation 
rates of 5, 10 and 15 per cent compounded from 1974 to 1980). 
The results are given in Appendix J. 


The projected percentage increases in expendi- 
ture by function and by municipality are shown in 
Table 5-1 and are self-explanatory. 


By 1980, expressed as a percentage of total 
expenditures, expenditures for protection will ig oats 
from 16,2 per cent in 1974 to 20.61 per set EP es eal 
expenditures for public works will increase rom 16. 
nee cent in 1974 to 17.0 per cent in 1980; expenditures 


feror example, see A. Barnes, "Galbraith Poses Return 


of Double Digit Inflation In U.S.," The Globe and 
Mail, Saturday, June 12, 1976, Pp. Bl2.; 
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for health, social and family services will increase from 
11.4 per cent in 1974 to 13.9 per cent in 1980; recreation 
and community spending will increase from 8.6 per cent 

in 1974 to 11.0 per cent in 1980; and community planning 
expenditure will increase from 1.2 per cent in 1974 to 

1.5 per cent in 1980. 


The functtons which are projected to decline 
as percentages of total expenditure from 1974 to 1980 
are general government (from 4.3 to 4.0 per cent), 
sanitation (from 6.4 to 5.8 per cent), financial expenses 
(from 1.6 to 1.4 per cent) and education (from 33.6 to 
28.1 per cent). 


Table 5-1 
Projected Percentage Increase in Expenditure 


from 1974 to 1980 by Function and by Municipality For 
Three Assumed Rates of Inflation 


1 


Gen. Gov't. Metro Alone 6353 


Protection Metro Alone? 69.6 
Public Works Toronto 5257. 
Sanitation East York 38.6 
Health, etc. Etobicoke 69.1 
Rec. & Comm. North York 70.0 
Comm. Plng. Scarborough 985 7 


Financial York i 60.0 
Education? Metro System 632 


Education” Metro System 68.2 


lonis includes the educational expenditure financed from own source 


revenue. It does not reflect expenditures out of the provincial grant 
for education. 


2this includes the provincial grant for education. 


Source: Calculated from data supplied in Appendix H. 
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D. Projected Capital Expenditure 


More precise projections of capital expendi- 
tures are possible because of the Five Year Capital Works 
Programme published by the Municipality of Metropolitan 
Toronto in 1976. Table 5-2 lists the projected gross 
capital expenditures for the area municipalities, for 
Metro alone and for the Metro system. By far the- largest 
percentage of capital expenditures are expected to 
occur at the Metro level. In 1976, it was expected 
that capital expenditures by Metro would exceed those 
of the area municipalities by a factor of 2.27. For 
1977, 1978, 1979 and 1980, capital expenditures of 
Metro alone are expected to be respectively 3725, 2.91, 
2.84 and 2.80 times higher than those of the area 
municipalities (in total). During this same period, 
capital expenditures on public works by the Metro 
system (Table 5-3) are expected to absorb roughly 
45% of total capital expenditures in each year and for 
the total of the five year period. Of these expenditures 
on public works, over 50% will be on rapid transit. 
Capital expenditures on sanitation are expected to 
absorb roughly 20 per cent of the total annual budget 
over the five year period, about 70 per cent of which 
will be spent on the sanitary sewer system. Table 5-3 
illustrates the estimated total capital expenditures 
for the remaining functions. 


Table 5-4 provides an estimate of the funds 
which will be necessary to meet future capital expendi- 
tures in the Metro system. Clearly the most important 
source of funds will be Metro debentures. Over the 
five year period, they will provide funds for roughly 
55 per cent of total capital expenditures. The second 
most important source will be contributions from other 
governments, which are expected to yield almost 35 
per cent (slightly more than 87 per cent of this will 
come from the Ontario government). The remainder of 
the necessary funds will come from the revenue fund 
(9.3 per cent over the five year period), reserve funds 
and revenues (1.5 per cent) and 'other' category 
(1 per cent). 
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CHAPTER 6 


FINANCIAL MANAGEMENT 


The preceding analysis of the impact of 
inflation and future service needs on the level of 
expenditure gives some indication of future trends in 
expenditure. But these trends will depend to a degree 
on three further factors, namely the budgetary process, 
the relationship of special purpose bodies to municipal 
councils and the intergovernmental problems associated 
with the decision-making structure. 


i) The Budgetary Process 


A detailed review of the mechanics of the 
budgetary process at both the Metro and the borough 
level is beyond the scope of this study. But it may 
be helpful to provide a critical assessment of the 
current budgetary process regardless of whether it 
exists at the Metro level or the level of the 
individual municipalities. 


First, in all cases, the budgets are separated 
into current and capital expenditures. Current expeygi- 
tures are established yearly and only for that year. 

The obvious disadvantage of such an approach is that it 
impedes rational long-term planning of municipal 
expenditures. The minimum change which one might expect 
here would be a movement to a two-year budget cycle. 
This is apparently the situation in the City of 

Ottawa and it is generally felt that planning for future 
expenditures, particularly by the borough councils, could 
be facilitated by such a move. Indeed, municipal 
administrators would probably favour a longer time 
horizon than two years although the present term of 
municipal office may militate against such a move. 


: On the other hand, budgets for capital ex- 
penditures are established on a five-year basis and are 
subject to annual review. Many criticisms have been levied 
against the process of capital budgeting because of the 


= requirements of the Ontario Municipal Board. 

3 : 4 ; 

The exception is Metro which has recently moved to 
a two year budget cycle. 


| seictech sixty-four of the Ontario Municipal Board Act 
provides that a municipality shall not authorize, 

proceed with or provide money for "any undertaking, work, 
project, scheme, act, matter or thing" where the cost or 
any portion of the cost is to be raised in subsequent 
years or provided for by debentures "until the approval 
of the Board has been first obtained." It is Significant 
that under this section the Board is not only required to 


approve the expenditure, but also to approve the proposed 
PLOJeECe. 
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These requirements impose many constraints on a municipality's 
freedom of action. Furthermore they involve considerable 
duplication of effort on the part of municipal officials 
and make the capital budgetary process a time-consuming one. 
However, the present system is not without advantages. 

For example, the total amount of a municipality's borrowing 
is controlled and reviewed annually; municipal borrowing 
is permitted only for capital expenditures; and the term of 
each loan is for no longer period than the expected life of 
the project which it is intended to finance. 


While there are strong arguments in favour of 
a streamlined approach to capital budgeting, it is im- 
portant to note that for internal budgetary control purposes 
the traditional distinction between current and capital 
expenditures could be dropped. A more useful approach 
for efficiency in management would be to deal with a budget 
on a "cash-flow" basis. The advantage of such an approach 
is that it allows municipal officials and councillors to 
ascertain quickly the yearly cash requirements necessary to 
meet the annual total expenditures regardless of whether 
these expenditures are for operating or capital programs or 
projects. 


A further problem aggravating the municipal 
accounting system arises from the fact that municipalities 
are required to prepare a number of different budgets. 

In effect they take their revenue and expenditure figures 
and manipulate them in different ways. For example, 
municipalities are required to prepare one budget for 
Statistics Canada for incorporation in its publication 
entitled Local Government Finance. A further budget is 
prepared under different guidelines for submission to the 
Ontario government, the figures of which are made available 
in the publication entitled Municipal Financial Information. 
Finally, a third budget (which may be based on departmental 
rather than functional patterns) is frequently prepared for 
internal use. Obviously, then, such a proliferation of 
budgets results in an inefficient allocation of time. 


Third, one of the basic problems with budget- 
making machinery revolves around the traditional approach 
which is frequently taken by municipal administration. 
Programs are set up, budgets are established and once 
established, expenditures are seldom questioned. Unfor- 
tunately, “incremental budgeting" seems to be the norm. 


4° For a detailed analysis of the various stages of capital 
budgeting and some possible suggestions for improvement, 
see MaKuch, S. and Jaffary, K., Local Decision-Makin 
and Administration in Metropolitan Toronto, The Royal 
Commission on Metropolitan Toronto, Toronto, 1977. 


46uetro is working towards this objective. 
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Prior years' expenditures, plus a certain percentage increase, 


tend to provide the basis for the budgetary allocation in 
subsequent years.47 Indeed, at the Metro level the Depart- 
mental estimates are sent to the Treasury Department which 
consolidates the estimates and prepares summaries. Under 
the present system, the Treasury Department's primary 
function is to estimate the resulting total demand for 
revenue, indicate anticipated non-tax revenues, project the 
expected increase in assessment and determine the impact of 
expenditure proposals on the mill rate.48 The defects of 
such an approach appear obvious. The establishment of a 
body comparable to the Treasury Board at the federal 

level could provide some form of inter-departmental co- 
ordination or rationalization of demands made by 
departments and attempt to establish priorities on an 
inter-departmental level, something which is not currently 
done.49 At the moment, if budget requests must be reduced, 
cuts may be made according to the personality or political 
influence of the department head. The choice may be a 
function of the ability of an administrator to protect his 


position and not a function of what the electorate might 
choose. Also, budgets are frequently presented in a rather 
confusing and complicated fashion. Politicians are sometimes 
unable to grasp the necessary detail given the existing method 
of presenting budgets and hence are at the mercy of the 
administrators. The practice of using the budget as an instru- 


me 
to 
to 


nt of overall financial control and the municipal treasurer 
~assist council in exercising that control is just beginning 
emerge. For example, greater emphasis has begun and should 


continue to be placed on long range fiscal impact studies. 
The Chief Administrative Officer's Department of Metro 


To 
no 


ronto has undertaken such studies but to our knowledge 
ne of the other municipalities has followed suit.50 


fi Re 7 ; : F 
For statistical evidence supporting this point, refer 


48 


49 


50 


back to the previous sections analyzing the rates of 


increase in annual expenditure. 


Paul Paradis, "The Budgetary Process in the Municipality 
of Metropolitan Toronto," Section D of a brief submitted 
by D.C. Hefferon to the Royal Commission on Metropolitan 
Toronto, mimeograph, pp. 12-14. 


At the moment the Chief Administrative Officer in Metro 
and the municipal treasurers in the area municipalities 
attempt to provide some form of inter-departmental 
coordination or rationalization of programs although their 
Success in this venture is not always obvious. In Metro 
specifically, the Chief Administrative Officer is develop- 


ing the Treasury Board concept and to a degree it appears 
to be working, 


For detailed information on such Studies, see J.P. Kruger's 
(Chief Administrative Officer of Metro) memos to the 

Budget Sub-Committee of Metro regarding the i) Fiscal Impact 
Study-Highland Creek Treatment Plant (Stage IV) $2,300,000, 
dated June 17, 1976; ti) Fiscal Impact Summary - Main Sewage 
Treatment Plant Extension, (Stage III), dated June 9,1976; 
1ii) Fiscal Impact Summary (2.5 million), Communications/ 
Dispatch System - Ambulance Services, dated June LS IS 76. 
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The obvious advantage of this form of economic planning is 
that it is concerned with the impact of certain expenditure 
patterns over the next few years rather than being merely 
concerned with their impact in the current or upcoming year. 
For example, a memo to the Metro Budget Sub-Committee from 
the Chief Administrative Officer concerning the proposed 
expenditure of $2.3 million for Stage IV of the Highland 
Creek Treatment Plant pointed out that the initial $2, 3 
million for consulting work would set in motion the ultimate 
expansion of the plant capacity at an estimated cost of 
some $50.5 million and that in 1980, it would add $4.1 
million to the operating costs of the Works Department. 
These facts ire important considerations to be taken into 
account before a decision to proceed is taken. 


Obviously, then, in the interests of sound and 
rational planning, such studies are essential. Without 
such planning, the demand for local revenues in the future 
could reach unacceptable levels. In addition, greater 
use could be made of cost-benefit and cost-effectiveness 
studies of both capital and non-capital expenditure programs. 
These analyses should not be undertaken on a "one-shot" 
basis. Rather, each program or function should be reviewed 
and assessed regularly to determine its net value or net 
benefit. If it appears that certain programs are not yielding 
sufficient benefits to warrant the expenditures they require 
then it is incumbent on the local authorities to amend or 
dispense with them rather than maintain them indefinitely 
just because they are there. 


Finally, Metro and one or two of the area 
municipalities have partially implemented a Planned-Program- 
Budgeting System (P.P.B.S.). 


P.P.B. differs from the orthodox approach to 
budgeting, in that it is "“output-oriented" 
rather than "“input-oriented"; that is, it 
emphasizes the end-products or output of 
government operations rather than focussing 
only on the inputs or amount allocated to par- 
ticular programs. More specifically, P.P.B. 
requires a government to identify its goals and 
objectives in each major area of activity, 
consider alternative ways of achieving these 
goals and the costs of each alternative, and 
select the method that achieves the goal at 
least cost. It thus helps to, jmprove the 
quality of decision-making... 


Since the literature is replete with the advantages of 
P.P.B., let us merely concur with their arguments and 
strongly encourage the boroughs which have not roerese 

such an approach to consider it seriously in the-near future. 


Se ted Robinson, Economic Evaluation of Municipal Expendi- 
tures: PPB, Toronto: Canadian Tax Foundation, Ontario, 


197 L7 psi22- 
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T 35) Intergovernmental Problems 


Even if the problems as outlined in the above 
section could be removed, there would still remain a number 
of problems associated with the structure of decision-making 
as it currently exists. In addition to the factors contri- 
buting to the escalating expenditures in the Metro system 
outlined above, expenditures tended to increase for a number 
of other reasons, some of which were beyond the control of 
Metro or the various municipalities. Occasionally, projects 
are started under the influence and financial support of 
the federal or provincial governments. Guidelines are 
established, commitments made and once operating, the senior 
level of government responsible for instigating the project 
either withdraws or substantially reduces the percentage 
of the costs which it is prepared to pay. In such instances, 
the municipality often is left with the responsibility of 
financially supporting or operating the project, even though 
it may have had relatively little to do with initiating it. 
The original cost to Metro or its area municipalities may 
have been minimal, but in the longer term it sometimes becomes 
locked into a significant financial commitment. 


For example, until 1971, the provincial govern- 
ment contributed 25% of the costs of capital projects for 
public transit systems and 50% towards the capital costs 
relating to roads. Then in 1971, the government increased 
its support of transit projects to 75% and in addition 
agreed to pay 50% of the transit system's operating deficits. 
As a result, Metro substantially expanded its transit 
facilities. However, in 1975, the province placed a ceiling 
on the amount it would contribute to the system's operating 
deficits. Then in 1976, the province decided it would pay 
only 5% more than it had in 1975, leaving Metro to pay the 
remainder. At a time when operating costs were rising much 
more than 5% annually, Metro was faced with a Significant 
increase in expenditures over which it had little or no 
control: ‘ 


Similar financial problems have arisen with 
respect to the provision of day care. The province and Metro 
fund it on an 80/20 basis. The demand for day care was sub- 
Stantial and the level of provincial assistance in the field 
was relatively high. Consequently, Metro expanded its day care 
program considerably. Then in 1976, the province decided 
to contribute only 5.5% more towards the costs of operating 
day care centres than in the previous year. Once again, 

Metro was locked into escalating expenditures over which it 
seemed to have minimal control. 


In addition, by expanding a program, a set of 
expectations are created which do not tend to diminish when 
funding support is reduced. Furthermore, some of these 
programs are mandatory and it wowld be impossible to eliminate 
them in an attempt to cut expenditures. 


- J7 - 


The examples cited above illustrate the way in 
which a local municipality's expenditures can be skewed by 
changes in the external funding support. Two possible 
solutions to this problem might be explored. First, a 
commitment could be made to ensure that a municipal govern- 
ment will not be saddled with a long-term responsibility for 
specific programs unless it is already aware of the future 
financial implications of such programs and agrees to them. 
Second, and alternatively, a revenue or grant commitment 
could be established to finance the necessary long-term 
expenditures. 


iii) Boards, Commissions and Special Purpose Bodies 


Numerous boards, commissions and special purpose 
| bodies currently exist in Metropolitan Toronto which perform 
a wide range of functions. Many of these bodies enjoy 

) relative financial independence. The effect of this 
proliferation of decision-making bodies has been to 

"create a diffuseness of municipal organization that is in- 
evitably more difficult for the citizen to understand, much 
less to control."52 


There are many arguments both for and against 
special purpose boards and commissions and it is not our 
intention to review them here. Instead, we will concentrate 
on their financial impact on municipal government. A serious 
problem arises when a municipality is funding bodies 
like the Board of Commissioners of Police of Metropolitan 
Toronto or the Metropolitan Toronto School Board, over which 
it has no control. From a financial point of view, this 
arrangement may lead to greater demands upon the municipal 
treasury than is desirable or encourage undesirable cost 
cutting in areas where the councils do have effective controls. 
"Because the municipal council cannot, in many cases, inter- 
fere with the policy decisions of an independent board or 
commission, it is denied the most effective means of exer- 
cising proper and effective budgetary control."53 Consequently, 
financial decisions are not undertaken in a manner which is re- 
sponsible and accountable to the citizens of the community. 

In fact, an examination of the net expenditures of Metro- 
politan Toronto on special purpose bodies for each of the years 
1968, 1971, 1974 indicated that these expenditures amounted 
to approximately 60% of the total net expenditures mad¢ by 
Metropolitan Toronto from its own sources of revenue. 
s “4 © 

ones) Plunkett, Urban Canada and its Government: A Study 

of Municipal Organization, Toronto: Macmillan, 1968, p. 60. 


23566 T.J. Plunkett, op.cit., p. 62. 


>4chese figures were calculated from the Annual Report of 
the Commissioner of Finance for Metropolitan Toronto for 
each of the years 1968, 1971, 1974. The actual percentages 
were 60% for 1968, 59% for 1971, and 62% for 1974. 
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While it was virtually impossible to obtain 
detailed data, a cursory review of the figures for each of the 
boroughs and the City of Toronto indicated that a lower, 
although not an insignificant, percentage of total expendi- 
tures were distributed to local boards, commissions and special 
purpose bodies.95 While the extent of effective control 
which councils have over the expenditures of special purpose 
bodies varies with the type of body, often it is not great. 
When this is combined with the expenditures to which a 
municipality is committed. 


The important question which arises is whether 
expenditures on these agencies could be handled more efficiently 
if these bodies were placed under the direct control of 
municipal councils. Much has been written on this and it 
appears that the abolition of virtually all boards and 
commissions would be highly desirable. Their functions 
and programs could be carried out by or subject to the 
direction of municipal councils. Such a move would eliminate 
the current morass of local government organizations... It 
would produce a stronger council directly responsible for 
all municipal functions. It would improve the coordination 
of all municipal services and functions (at present the 
policies of these bodies sometimes runs counter to the 
policies of local councils). Finally, it could provide 
central budgeting control and long range financial planning. 
The present system makes it Mandatory in some cases for a 
council to raise taxes for expenditures over which it has 
no control. This sometimes leads to conflicts between a 
particular body seeking to promote its special function and 
a municipality attempting to keep down its tax rate. In 
our view, council should be solely responsible for making the 
trade-offs between various programs. 


In short, it is our recommendation that the 
function and role of all boards and commissions should be 
Seriously reviewed with the objective of eliminating these 
agencies unless an extremely strong case can be made for 
their retention. Such elimination would lead to greater 
political control, financial accountability, and efficiency 
of operation. 


js Soe . 
This figure tended to be in the order of 12% of total 


expenditures in each of the area municipalities. This 
may not be Surprising in that many of the large boards 
are affiliated with or responsible to Metro Toronto. 
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CHAPTER 7 
SUMMARY OF EXPENDITURE ANALYSIS 
ee ti 


The analysis of current expenditures by function 
illustrated a number of shifts which have taken place, These 
shifts reflect the trend towards allocating a greater amount 
of the total budget to 'soft' services and a lesser amount 

to "hard" services. Thus, current expenditure functions 
which have aS a percentage of total municipal 
expenditures include protection, health, social and family 
services and recreation and community services. 


Between 1968 and 1974, total per household 
expenditures for the Metro system increased by 33 per cent 
with York's per household expenditure increasing the most 
(45.3 per cent) and North York's increasing the least 
(28.6 per cent). At the same time, rapid increases in 
capital expenditures occurred in rapid transit and sanitation. 
Capital expenditures on public works, as a percentage of 
total expenditure, declined substantially although continuing 
to represent the greatest absolute amount. 


While many factors may be responsible for the 
rising expenditures which have taken place, the analysis 
assessed the relative impact of the three main factors: 
inflation, the increase in the volume of service and the 
increase in the level of service.°® The increase due to 
inflation in the area municipalities ranged from 49.4 
per cent to 89.5 per cent. Volume of service accounted 
torvan increase of 115.1. per cent to 115.4 per cent de- 
pending on the specific municipality. The level of 
service tended to be much less significant in its impact, 
ranging from a decrease of 73.8 per cent to an increase 
of 19.9 per cent. When viewed in terms of total expendi- 
ture by function for the Metro system, inflation, once 
again, had the greatest impact (between 43.9 per cent and 
93.2 per cent depending on the specific expenditure function), 
the increase in the volume of service accounted for the next 
highest percentage (between 1.0 per cent and 86.9 per cent) 
and the level of services showed the lowest increase (from a 
decrease of 63.5 per cent to an increase of 45.2 per cent). 


Although future trends in wages and interest 
rates are difficult to predict, they will play an important 
role in determining the increase in local government ex- 
penditures. This is particularly true with respect to wages. 
Indeed, the expenditure functions which have exhibited the 
highest rate of growth in the past have been labour intensive 
and it does not appear that this is likely to change in the 


near future. 


>©ractors such as wages, interest rates, cost of materials, 


etc. which may have contributed to increased expenditures 
are subsets of one of these factors. 
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Based on an earlier trend, it was estimated that 
total current expenditures of the Metro system would increase 
by 22 per cent in constant dollars from 1974 to 1980, 

Metro alone will account for the greatest portion of this 
increase, with Etobicoke, North York and Scarborough following 
with smaller but significant increases. The fastest growing 
functions in Metro alone are expected to be protection, 

public works (including transit), and social and family 
services. 


Several problems were examined in the financial 
Management section and a number of suggestions were made. 
Among them was the suggestion that more attention be devoted 
to the long-term financial impact of programs . It was also 
recommended that greater attention be given to programs 
initiated jointly by the municipal and provincial governments 
to avoid saddling the municipal government with unexpected 
and unwanted long-range financial commitments. 


Finally, given their rather significant drain on 
local budgets, it was suggested that the function and role 
of all special purpose boards and commissions be seriously 
reviewed with a view to eliminating as many of them as possible. 
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CHAPTER 8 


INTRODUCTION TO THE REVENUE ANALYSIS 


Local governments in Canada derive all of their 
powers from provincial legislatures. As a result, munici- 
palities can only levy taxes on those things set out in 
provincial statute or regulation and the hand that provides 
May also take away. For example, as a result of provincial 
legislation, all municipalities were required to vacate the 
personal and corporate income tax fields in 1947 leaving them 
with a narrower tax base. While the means of taxation are 
theoretically unlimited at the federal level, they become 
progressively more limited at the provincial and local levels. 
In fact, there is only one municipal tax of any significance: 
the real property tax. 


In Chapter 9 of Part III of this study, we illustrate 
and analyze the relative importance of the various revenue 
sources in the Metro system and its constituent municipalities 
from 1968 to 1974. Chapter 10 attempts to evaluate the argu- 
ments in favour of and against the present revenue sources of 
local governments, more specifically, grants and the property 
tax. Chapter 11 is devoted to an evaluation of alternative 
revenue sources which might be considered for Metro. This 
analysis covers the arguments in favour of and against each of 
the revenue sources considered along with an estimate of the 
potential revenue yield from each. 
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CHAPTER 9 


WHERE DOES THE REVENUE COME FROM? 


A. Analysis of Revenue, 1968 to 1974 - An Overview 


In Figure 9-1 the yields of each of the main revenue 
sources are shown as a percentage of the total revenue for the 
Metro system for the years_1968 to 1974. While the combined 
impact of taxes and grantsl did not change to any great extent 
in terms of their overall importance, the relative importance 
of these two revenue sources changed noticeably. Taxes and 
grants together accounted for 91.5 per cent of total munici- 
pal revenue in 1968 and 89.9 per cent in 1974. However, 
taxes alone fell from 82.8 per cent in 1968 to 73.9 per cent 
in 1974, while grants rose from 8.7 per cent to 16.0 per cent 
over the same time period. Grants-in-lieu of taxes and other 
revenue (fees for licenses and permits; rents, concessions and 
franchises; fines, penalties and interest on taxes; income 
from investments, service charges and sundry revenues) rep- 
resented a relatively constant percentage of total revenues 
from 1968 to 1974. 


Although taxes in the Metro system declined in relative 
importance, they nevertheless increased by 49 per cent (Table 9-1) 
over the six year period. Of more signifance is the fact that 
grants rose by 206 per cent. Table 9-1 illustrates the 
extreme variability in the increase in revenue coming from taxes 
and grants for each of the area municipalities from 1968 to 1974. 
For example, the increase in total tax revenue was the lowest 
in York (27.8 per cent) while the increase in total tax revenue 
was the highest in North York (69.2 per cent). Not surprisingly, 
the increase in grants illustrated the opposite result with 
York showing the greatest increase (462.6 per cent) and North 
York showing the lowest increase (58.5 per cent). 


The provincial grant for education is not included in the 
grant total in part A of this chapter so that the revenue ana- 
lysis will be consistent with the expenditure analysis in 
Chapter 3, section B. For an analysis of revenues including 
the provincial grant for education, see Chapter 9, section B, 


which corresponds to the expenditure analysis in Chapter 3, 
section Cc. 
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Table 9-1 


Percentage Increase in Revenues From 1968 to 1974 


Total Grants-in Other Total 
Municipality |/Taxation Grantsl lieu-of- Revenues | Revenues 


Toronto (City) 


Etobicoke 
Scarborough 
York 

East York 
North York 


Metro System 


Does not include the provincial grant for education. 


Source: Calculated from data in Appendix kK. 


Table 9-2 illustrates tHe percentage of 
revenue obtained from all revenue sources for the area 
municipalities for each of the years 1968 and 1974. 
While a considerable degree of uniformity prevails 
here, there are two municipalities which do 
exhibit some change with respect to taxes and grants 
over this period. The percentage of total revenue 
coming from taxes in Scarborough and York has changed 
considerably. In 1968, these two municipalities ob- 
tained 90.0 per cent (Scarborough) and 92.6 per cent 
(York) of their total revenue from taxes, Whereas by 
1974, these percentages had fallen to 81.2 and 83.6 
percent respectively. All other municipalities hovered 
around the 88 to 90 per cent range for both years with 
very little, if any, change occurring. Similar comments 
can be made with respect to the percentage of total 
revenue coming from grants. Once again, Scarborough 
and York are the only two municipalities exhibiting 
noticeable changes, with Scarborough's percentage of 
total revenue coming from grants increasing from 2.5 
per cent to 6.5 per cent and York's increasing from 
2.4 to 9.3 per cent. All other area municipalities 
remained in the 2.3 per cent range for both years. 


In turning to Metro alone, we observe relative 
changes which are very similar to those of the Metro 
system. For instance, the Metro general tax levy on 
the area municipalities as a percentage of its total 
revenue fell from 87.8 per cent in 1968 to 77.6 per 
cent in 1974. For the Metro system, total taxes fell 
Prommo2..6 Der, cent to /3.9 per cent, of revenue. (Figure 
9-1). Although,.the relative importance of tax revenue in 
Metro alone declined, total taxes actually rose by almost 
49 per cent, almost the same as the total increase in 
taxes for the Metro system. Grants increased as a per- 
centage of total revenue. They accounted for 10 per 
cent of total revenue in Metro alone in 1968 and 18.5 


per cent in 1974. The overall increase in total grants 
to Metro alone was roughly 210 per cent (from $41 million 
to $127 million). These increases were for "...policing, 


general welfare assistance, public transportation and 
assistance to children." 


During the period studied, grants-in-lieu of 
taxes and other revenue? as a percentage of total re- 
venues followed no observable pattern (see Tables 9-1 
and 9-2). For the Metro system revenues from these 
sources represented 2.9 and 5.6 per cent respectively 
of total revenues in 1968 and 3.4 and 6.7 per cent re- 
spectively in 1974. 


2jarrett, Goold and Elliott, op.cit., DP. cu ie 


3an analysis of grants-in-lieu of taxes and other 
revenue will not be undertaken in this study. 
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Bx Analysis of Revenue 1968 to 1974 - Including the 


Provincial Grant for Education 


Figure 9-2 shows the percentage of revenue ob- 
tained from all revenue sources for the Metro system when 
the provincial grant for education is included in the cal- 
culations. While the relative importance of each revenue 
source remained fairly constant from year to year, the 
importance of grants as a revenue source is predictably 
higher. For instance, grants accounted for 19.1 per cent 
of total revenue in 1968 and rose to 27.9 per cent in 
1974. This compares with 8.7 per cent for grants in 1968 
and 16.0 per cent for grants in 1974 when the provincial 
grant for education is excluded (see Figure 9-1). Taxes, 
with the inclusion of grants for education, fell from 73.4 
per cent of total revenue in 1968 to 63.4 per cent in 1974. 
This compares with 82.8 per cent and 73.9 per cent respec- 
tively for the same two years when the educational grant 
is excluded. Similar comments can be made about the other 
revenue sources by comparing the figures in Figure 9-1 and 
9-2. 


Cc. Analysis of the Per Household Tax Levy 


Table 9-3 and Figure 9-3 provide comparisons of 
per household total tax levies in the various municipalities. 
Etobicoke had the highest per household tax levy in 1968 
($970.61) while York had the lowest ($590.22), a difference 
of over 64 per cent. The average for the Metro system in 
that year was $847.55. In 1974, Etobicoke still had the 
highest per household tax levy ($1,182.39) while York re- 
mained the lowest ($670.72). It is interesting to note 
that the difference between the two increased considerably 
(76 per cent). The average tax levy per household for the 
Metro system rose to $1,002.80, an increase of roughly 
18 per cent in the level of taxation over the seven year 
period. The rate of increase was rather modest over this 
time period and it followed a similar pattern in each of 
the area municipalities. 


88 
Percentage of Revenue Obtained from 


Each Revenue Source for the Metro System 


Figure 9-2: 


(including provincial grant for education) 
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Source: 
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Figure 9-3: Per Household Total Tax Levy in the Area 


$ Municipalities and the Metro System 

120 1968 - 1974 
Etobicoke 
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De A Comparative Analysis of Per Household Taxation 


fOr the Area Municipalities 1968-1974 


The preceeding section did not cover the composition 
of the total tax levy, information which is useful as a 
basis for comparing the relative impact of residential taxes 
per household on Metro's six municipalities over the period 
studied. Similar comparisons can be made for per household 
taxes on the commercial, industrial and business sectors. 
Table 9-44 illustrates the importance of these two tax levies 
for 1968 and 1974. In the entire Metro system, there was 
virtually no change in the percentage of the total levy 
coming from residential property over the seven year period. 
For example, 53 per cent of the total tax levied in 1968 
came from the tax on residential property while 45.7 per 
cent resulted from_the tax on commercial /industrial and 
business property.° The relative importance of these two 
tax sources changed little from 1968 to 1974. 


Among the area municipalities, it is interesting 
to note that the City of Toronto, with its heavier concen- 
tration of commercial and industrial establishments, col- 
lected less than 42 per cent of its total tax revenue from 
residential property and almost 58 per cent from commercial/ 
industrial property tax and business taxes in the two years 
examined. The remaining municipalities, with the exception 
of Etobicoke, collected more than 62 per cent of their total 
taxes from residential property and less than 36 per cent 
from commercial/industrial assessment and business taxes. 
(Table 9-4). These statistics indicate that from 1968 to 
1974, the percentage of total tax revenue collected from 
residential property increased in York and East York. The 
trend in Etobicoke and North York was reversed. 


Tables 9-5 and 9-6 provide information on the per 
household residential tax levy and the per household com- 
mercial/industrial property tax and business tax levies 
for the years 1968 to 1974.© In 1974, Etobicoke's per 
household residential tax levy was higher than that in any 
of the other municipalities ($615.71). In fact it was 39 
per cent higher than York's ($442.74). The average for 
the Metro system was $526.59. 


4Metro alone is not included in this analysis since Metro 
imposes a levy on the area municipalities. The taxation 
statistics for each of the area municipalities include the 
portion which is passed on to Metro alone. 


>This includes the realty tax on commercial/industrial 
establishments plus the business tax. 


see Appendices M and N for a detailed breakdown of the 
tax levy for upper tier, lower tier and school purposes. 
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Table 9-4 


Per Cent of Total Tax Levy Obtained from 


i) Residential and ii) Commercial/ 


Industrial and Business Taxationt 


Municipality Residential Residential Commercial/? . 
Industrial ndu ia 


| Toronto 


East York 


Etobicoke 


North York 


Scarborough 


York 


Metro System 


1 
The two columns for each year will not total 100 per, cent 


because special charges (amounting to roughly 1 per cent 
per year) are not included. 


The commercial column includes the realty tax on commercial, 
industrial and business establishments plus the business tax. 


Source: Calculated from data Supplied by Treasury, Economics 
and Intergovernmental Affairs; Toronto, Ontario. 
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The tax levy on commercial/industrial property 
when calculated on a per household basis for 1974 was 
higher in the City of Toronto ($666.74) than in the other 
municipalities. It was 213 per cent higher (on a per 
household basis) than in East York ($213.06). The average 
for the Metro system was $468.03. For each year studied 
Toronto had the highest per household tax levy on com- 
mercial/industrial property and businesses ranging from 
$535 025%.1n. 2968 to $666.74 in 1974, a rate of increase 
of almost 25 per cent. At the same time East York and 
York had the lowest ($209.66 in 1968 and $213.06 in 1974 
anpeast. YOrk, 9209224 in T9968 and >226.12 in 1974"an York). 
The respective rates of increase were 1.6 and 8.1 per 
cent over the seven year period. The greatest rate of 
increase (on a per household basis) for this revenue cate- 
gory occurred in the boroughs of Etobicoke (35.1 per cent) 
and North York (32.1 per cent). The rate of increase in 
the Metro system was 20.8 per cent. 


An examination of the residential property tax 
levy on a per household basis (Table 9-5) reveals that 
in the boroughs of Etobicoke and North York it has been con- 
sistently and considerably higher than in Metro's other 
area municipalities during the period under review. York 
was the lowest in four of the seven years (1968, 1969, 
10427) 1974). 


The greatest rates of increase appeared in the 
City of Toronto (25.0 per cent) and East York (23.7 per 
cent) while the slowest rate of increase occurred in North 
York (5.3 per cent). The rate of increase in the entire 
Metro system was 18.6 per cent. 


A few comments should be made about the Metro- 
politan levy on the area municipalities. Obviously, one 
cannot effectively compare the Metropolitan levy (alone) 
with that in the area municipalities because the two tiers 
have very different responsibilities which must be supported 
out of their respective revenues. The tax statistics in 
Tables 9-5 and 9-6 relating to the area municipalities 
include the portion of the Metro levy each collects. | Table 
9-7 shows the Metro levy on the area municipalities in 
total and on a per household basis for each Of "Ene years 
1968 to 1974. During this period the Metro levy rose by 
almost 49 per cent. On a per household basis it increased 
slightly by more than 18 per cent. Approximately 73 per 
cent of total taxes collected went to support the upper 
tier, leaving around 27 per cent for the area municipalities. 


Por a review of the total tax levy on a per household 
basis, refer back to Table 9-3. 
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Table 9-7 


The Tax Levy by Metro (alone) on 
The Area Municipalities 


Metro 
Total Per Household Levy as a Per 
Metro Levy , Metro Levy Cent of Total 
Taxes _in Metro 


(000) 


$359,745 $611.79 
391,592 655.14 
453,490 698.73 
448,876 676.47 
489,896 706.89 
487,238 706.60 


535; 1/8 723% 12 


Sources, ) Calculated: from datasin Municipal Financial 
Information, Treasury, Economics, and Inter- 
governmental Affairs, (annual publication) 
ToOronteo,. Ontario. 
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Conditional grants did not show the same 
variability in magnitude as the other two types of grant. 
With the exception of North York where the total of 
conditional grants fell (by 21.7 per cent), allt other 
municipalities showed an increase with Scarborough having 
the highest increase {100 per cent) and York having the 
lowest rate of increase (31 per cent). 


The percentage increase in the unconditional grant 
was not calculated since in all cases the absolute input 
of the grant in 1968 was extremely small. Consequently, 
any increase in volume over the seven year period would 
yield enormous, virtually meaningless, percentage increases. 
Instead, a better measure of the importance of the uncon- 
ditional grant would be to compare it with the other types 
of grants in both years. 


In all cases, unconditional grants were extremely 
insignificant in 1968. In fact, they ranged from zero in 
Scarborough and East York to a high of $131,000 in York 
with Toronto ($15,000), Etobicoke ($7,000), North York 
($112,000) all falling in between. It was only in York 
where they had any noticeable impact. (14 per cent of 
its total grants came from unconditional grants). 


By 1974, however, unconditional grants had increased 
considerably and they began to assume a much more important 
role. Unconditional grants became the largest component 
of total grants in York (74.4 per cent of the total grant) 
and East York (42.6 per cent of the total grant) while 
absorbing reasonably large portions in the other municipa- 
lities; Toronto (13.9 per cent), Etobicoke (23.1 per cent), 
Scarborough (30.4 per cent) and North York (25.9 per cent). 
The reason for this sharp increase in the unconditional 
grant component is due to the exclusion of the residential 
property tax reduction program from the unconditional grant 
figures for 1968, 1969, 1970 and 1971. This program, 
abandoned before 1972, involved a transfer of funds from 
the provincial government to the local governments in order 
to alleviate partially the property tax burden on local 
property owners. Since this money was given as a direct 
substitute for higher property taxes, it was argued that 
it should be considered property tax revenue (this has been 
done in this study) and not an unconditional grant. But 


by 1972 the program had been replaced by a property tax 
are a It was not until 1973 that unconditional 


grants exhibited a large increase (see Appendix Oh.’ elie 

resulted from the introduction of the Ontario wei ee 
ili ion Plan which provided increasing grant 

ee atic So.tiac hey could either hold their epee ee: 

taxes constant, decrease them or increase them at as Oe 

rate than would otherwise be the case. (See Appendices 

and N for property tax levels). 


=O Gr 


E. Analysis of Grants 


Figure 9-1 illustrated that contributions from 
governments in the form of grants was the second most im- 
portant source of revenue in the Metro system from 1968 to 
1974. 


Table 9-8 shows the revenues obtained from condi- 
tional grants (excluding the provincial grant for education), 
unconditional grants, grants-in-lieu of taxes, and educa- 
tional grants for the years 1968 to 1974. Total grants in- 
creased by 145 per cent over the seven year period. The 
education grant increased by 115 per cent, conditional grants 
by 167 per cent, unconditional grants by 309 per cent, and 
grants-in-lieu of taxes by 100 per cent. The education grant 
represents a significant proportion of total provincial grants 
(45.9 per cent in 1974 and 52.5 per cent in 1968) followed 
by conditional grants (28.4 per cent in 1974 and 26 per cent 
in 1968). Provincial grants expressed as a percentage of the 
total revenue of the Metro system increased from 21.7 per cent 
in 1968 to 30.9 per cent in 1974. 


Figure 9-4 illustrates the trends with respect to 
grants on a per household basis for the entire Metro system 
from 1968 to 1974 and shows the relative importance of the 
various grants. Education, although the highest in absolute 
terms, was not the fastest growing. This was assumed by the 
unconditional grants category. 


With respect to the individual municipalities, 
Table 9-9 illustrates the actual volume of and percentage 
increase in the various categories of grants in each munici- 
pality from 1968 to 1974. York, while the second lowest 
in terms of total volume of grants in both years, exhibited the 
largest percentage increase in total grants (355.2 per cent). 
This was primarily due to a large increase in unconditional 
grants. North York, on the other hand, had the lowest in- 
crease in total grants (73.7 per cent) because of the decrease 
in the volume of conditional grants going to this municipality. 


Grants-in-lieu of taxes, in an absolute sense, varied 
considerably. For example, in 1974 Toronto received $18,825,000 
in grants-in-lieu of taxes while York received $303,000. The 
greatest rate of increase appeared in Scarborough (191.5 per 


cent) while the slowest rate of increase occurred in York (31.2 
per *cent): 
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Figure 9-4: Per Household Grants in the Metro System 


1968 - 1974 
$ 
5 
a Total Grants 
400 
300 
Educational 
200 Grants 
Conditional 
Grants 
100 
Unconditional 
ie Grants 
50 
Grants-in-Jieu 
25 


oad 69 70 71 72 73 74 


Source: Appendix 0 
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Table 9-9 


Grants to the Area 
Municipalities 1968 and 1974 


Percentage 
Increase 


(e) 


Grants-in-lieu of Taxes 

Unconditional Grants 

Conditional Grants 
Total 


tobicoke 


Grants-in-lieu of Taxes 

Unconditional Grants 

Conditional Grants 
Total 


carborough 


Grants-in-lieu of Taxes 

Unconditional Grants 

Conditional Grants 
Total 


ork 


Grants-in-lieu of Taxes 

Unconditional Grants 

Conditional Grants 
Total 


Grants-in-lieu of Taxes 

Unconditional Grants 

Conditional Grants 
Total 


orth York 


Grants-in-lieu of Taxes 

Unconditional Grants 2220 

Conditional Grants 3,407 
Total Aes e 


Ime unconditional grant excludes the Residential Property Tax 
Reduction Program. The per capita grant payable to Metro but ; 
credited to the area municipalities, is not included in this table. 


e for unconditional grants was not calculated 
an extremely large per- 
1 of provincial grants 


Ache percentage increas ‘ 
since in all cases, it would have provided 


centage increase because of the very low leve 
in, 1968: 


Source: Appendix O. 
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Because of its different expenditure responsibilities, 
Metro alone was not compared with the area municipalities in 
Table 9-9. Perhaps a few words, then, are in order for Metro 
alone. Metro collected nothing in the way of grants-in-lieu 
of taxes since it does not tax directly and does not qualify for 
this form of grant. Unconditional grants to Metro (alone) in- 
creased by 195 per cent over the seven year period with the 
major share of this increase occurring in the post 1972 period. 
Conditional grants in total accounted for 88.2 per cent of 
all grants received by Metro alone in 1968 and 85.9 per cent 
of all grants received in 1974. (See Appendix O). Of the 
total of all conditional grants, education absorbed 74.1 per 
cent in 1968 and 65.9 pee cent in 1974 with transportation 
and health and welfare® following in order of importance. 
Conditional grants increased by 141 per cent with the provin- 
cial grant for education increasing by 115 per cent over this 
time period. Obviously, then, other conditional grants (in- 
cluding health, welfare and transportation) increased at a 
rate which was in excess cf the educational grant increase and 
the overall conditional grant increase. Health and welfare 
grants rose by 182 per cent and transportation grants by 530 
per icent. 


Figures 9-5, 9-6, 9-7 and 9-8 illustrate the level of 
grants on a per household basis in each of the area munici- 
palities. Figure 9-5 illustrates the per household total grants 
for Metro alone and the area municipalities. Total grants to 
Metro alone increased by almost 87 per cent from $201.10 per 
household in 1968 to $375.58 per household in 1974. The overall 
increase in total grants for the Metro system amounted to rough= 
ly 95 per cent with Toronto (101 per cent), Scarborough (148 
per cent), York (304 per cent), and East York (138 per cent) 
all exceeding the Metro average. North York (23 per cent) and 
Etobicoke (60 per cent) on the other hand, experienced much 
smaller increases. 


Grants-in-lieu of taxes (Figure 9-6), although rela- 
tively small absolute amounts throughout the entire period, 
increased by about 59 per cent in the Metro system between 1968 
and 1974. York, East York and Etobicoke recorded the smallest 
percentage increase (16 per cent, 14 per cent, and 17 per cent 
respectively) while Scarborough and Toronto not only had the 
highest absolute level in all years but also recorded the 


greatest percentage increase in the period (97 per cent and 76 
per cent respectively). 


Health and welfare are grants accounting for 18.7 per cent 
of total grants in Metro alone in 1968 and 21.9 per cent in 
1974. Transportation accounted for 4.6 per cent in 1968 and 
12.0 per cent in 1974. 
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Figure 9-5: Per Household Total Grants for the Metro 
System and the Area Municipalities 
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Figure 9-6: Per Household Grants-in-lieu of Taxes 


for the Area Municipalities 1968-1974 
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Unconditional grants (Figure 9-7) changed the 
most dramatically of all types of grants over the period 
studied. For example, from 1968 to 1971 unconditional 
grants were either non-existent or extremely insignificant 
for all municipalities with the exception of Metro alone. 
In 1973, unconditional grants rose substantially. This 
was primarily due to the implementation of the Ontario 
Property Tax Stabilization Plan, which included two new 
unconditional grant programs applicable to municipalities 
in the Metro system; namely the General Support Grant and 
the Resource Equalization Grant. The General Support Grant 
consists of 6 per cent of the net general dollar levy of 
each of Metro and the area municipalities. The Resource 
Equalization Grant provides a payment based on the defi- 
ciency between a municipality's per capita equalized assess- 
ment and the provincial average per capita equalized assess- 
ment. JPhis grant formula applies a factor of 60 per cent 
of this assessment deficiency to the amount of the general 
dollar levy plus the General Support Grant. 


York and Scarborough were 


the only two municipalities in the Metro system to have per 
capita equalized assessment less than the provincial aver- 
age for 1973 and 1974 and therefore received Resource 
Equalization Grant payments under this program. In 1974, 
Scarborough received $1,669,000 from this and S250) +, OU 
from the General Support Grant for a total of $4,484,000. 
York received $1,992,000 from the Resource Equalization 
Grant and $1,152,000 from the General Support Grant for a 
total of $3,144,000. As well, Metropolitan Toronto alone 
received $7,482,000 from the General Support Grant in, 12674. 


Unconditional grants for Metro alone increased 
noticeably in 1973 and 1974. Much Of Enis increase can be 
accounted for by the General Per Capita Grant. Thes .con— 
sists of a lump sum payment based on population plus 2 
per capita amount which rises with population. The General 
Per Capita Grant is paid to Metro (and is recorded in 
Figure 9-7) but credited in the Metro levy to the area 
municipalities on the basis of their populations. Pept TS 
this grant amounted to So.00 per capita for general pur- 
poses and $12.00 per capita for police services. This per 
capita grant rose by 223 per cent from 1968 to 1974 or in 
absolute terms from $14 million to $45.2 million: Obviously, 
then, when observing Figure 9-7, one can make meaningful 
comparisons between the level of unconditional grants in ef 
the area municipalities but cannot make meaningful comparl 
sons between the area municipalities and Metro alone. 


Figure 9-8 illustrates the conditional grants on 
a-per houkeRold basis for each of the municipalities ane 
1968 to 1974. Although the behaviour of conditional gran 
has not been as erratic as that of unconditional grants, 
there have, nevertheless, been some important ee 
household conditional grants paid to Metro alone rose Dy 
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Per Household Unconditional Grants 
for the Area Municipalities 1968-1974 
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Figure 9-8: Per Household Conditional Grants for 
$ the Area Municipalities 1968-1974 Met “ 
etro system 
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92 ver cent and in the overall Metro system they increased 
by 84 per cent. In the area municipalities, the most 
notable increases occurred in Toronto (67 per cent) and 
East York (55 per cent) with Scarborough (36 per cent), 
Etobicoke (31 per cent) and York (22 per cent) following 
some distance behind. At the same time North York's 

per household conditional grants decreased by 41 per cent. 


While the total of all grants increased over the 
period studied, the relative importance of various types 
of grants shifted. Unconditional grants, if in existence 
in 1968, were highly insignificant, yet in 1974, they ex- 
ceeded the level of conditional grants in.the municipalities 
of Scarborough, York and East York. On the.other hand, 
grants-in-lieu of taxes continued to yield thegiarges: 
percentage of grant revenue in Toronto, Etobicoke and 7 
Scarborough while in North York, grants-in-lieu of taxes © 
grew from the second most important category of grant in 
1968 to the most important in 1974. Conditional grants 
continued to be the most important source of grant revenue 
in Metro alone. In fact, conditional grants were 6.1 
times greater than unconditional grants in 1974 (See Ap- 
pendix O). 


- 109 - 


CHAPTER 10 
AN EVALUATION OF EXISTING REVENUE SOURCES 
——$—$ a NUE DUURCEDS 


Since approximately 99 per cent of all revenue in the 
Metro system comes from grants and property taxes, no study 
of this nature would be complete without some assessment or 
evaluation of these two major sources of funds. 


1) Grants” 


Grants can be divided into various categories 
but our major concern in this section will be with condi- 
tional and unconditional grants. Conditional grants are 
transfers from one level of government to another with strings 
attached. Normally, these grants are provided on some kind 
of matching or partially matching basis; that is, the senior 
government agrees to pay a specific percentage (perhaps 50 
or 80 per cent) of the costs of introducing or operating a 
specific program if the recipient covers the remainder of 
the cost. Such grants tend to be used for two important 
reasons, the first of which is to encourage municipalities 
to initiate or expand local services or facilities which the 
provincial government deems to be in the public interest. 
Examples of this type of grant include housing grants and 
library grants. Second, conditional grants often are used 
to subsidize some local service or facility. By reducing 
the cost of service or facility to the local municipality 
the municipality is~ given three options: "“improving or ex- 
panding the service or facility; diverting resources pre- 
viously allocated to it or to some other area; or, reducing 
the tax load."10 Examples of such grants include grants for 
public transit and day care services. 


In general, conditional grants tend to be preferred 
by their donors because they allow them to exercise some con~ 
trol over the nature, range and calibre of the public ser- 
vices offered in the community. Therefore, for example, they 
can often ensure that a similar range and level of services 
are provided in different cities or municipalities. 


3 i £ ts, see.J.S.. Dupre, 
sis of the role of grants, 
spire rales A Provincial-Local Per- 


Intergovernmental Finance in Ontario: 


spective, a study prepared for the Ontario Committee on taxa- 
tion, Queen's Printer, Toronto, 1967. 


10;pia, p. 91. 
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On the other hand, it frequently has been argued 
that conditional grants discourage local experimentation 
and innovation and create administrative inefficiencies 
because of the extensive amount of auditing and documenta- 
tion that they usually involve. As well, conditional grants 
often need ceilings on the amount that will be provided to 
ensure that they do not result in an unreasonable level of 
spending on the part of their donors. The extent of the 
problems varies from grant to grant. The evaluation of any 
particular grant requires a counterbalancing of the bene- 
fits that accrue from it with any problems it may create. 


Unconditional grants are transfers from one level 
of government to another without strings attached. The 
recipient is entitled to spend this revenue in whatever 
fashion it desires. An increase in such grants often enables 
a municipality to increase its expenditures without a cor- 
responding increase in property taxes or to reduce property 
tax rates if its expenditures do not increase. Local govern- 
ments prefer this type of grant since it increases their 
revenues and gives them greater flexibility in their spending 
patterns. By giving the local level more autonomy senior 
governments have less control over local spending or activi- 
ties. A major advantage of this type of grant is that it 
enables municipalities with limited financial resources to 
offer services available in more affluent communities. In 
some instances then greater equity can be acheived through 
the use of unconditional grants. 


These then are some of the more important general 
concerns which must be taken into account when considering 
the introduction, elimination or expansion of conditional 
and/or unconditional grant programs. 


ii). ..Property Tax 


In Canada, the property tax is the single most 
important source of revenue for local governments. It is 
estimated that property tax revenue amounts to about 3 
per cent of gross national product.ll The real property 
tax raised over $3.8 billion in revenues in Canada in 1974; 


about two-thirds of local revenue from own sources!?. When 
business and personal property taxes and special assessments 


digi f : 
R. M. Bird, "The Incidence of the Property gras: Old 


Wine in New Bottles?" in Canadian Public POLL CY -1.9-1-6-¢—-Ps-43.29-~ 


a Canadian Tax Foundation, Provincial and Municipal Finances, 
Torante, 1975; p. 63. 
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were included, property related taxes contributed nearly 

80 per cent of all loca] revenue from own sources in Canada 
($4.5 billion in 1974)13, However, the proportion of total 
local revenue provided by local property tax revenue has 
decreased over the years due to increases in federal and 
provincial grants. But as a fraction of own source revenue, 
the property tax has remained yemarkably stable across 
Canada for a number of vears.! - The importance of the 
property tax cannot be denied when one recognizes these 
facts. Nonetheless the property tax is frequently criticized. 
While this question has been fully discussed elsewherel?® the 
following is a brief review of some of the objections to 

it and a few comments on these objections. 


First, it has been argued that there are admini- 
strative problems associated with the property tax. The 
most widely criticized aspect of the property tax is the 
assessment function; this criticism is founded on the ob- 
servation that "...the ratio of assessed value to market 
value shows a large amount of variation both within and 
among localities" - 6 These differences in assessment result 
from such objectives as "...increasing grants from provin- 
cial.....governments, encouraging industry to locate in a 
municipality, and to placate a large number of potentially 
vocal taxpayers - home owners."17 Variations also occur as 
a result of "...infrequent sale of some properties, the 
tendency of some assessors to undervalue properties with 
which they are unfamiliar, and the infrequency of reassess- 
ment." 


1354mes A. Johnson, "Municipal Tax Reform - Alternatives to 
the Real Property Tax" in Canadian Public Policy, 1976, p.335, 
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13bor example, see Jens P. Jenson, Property Taxation in the 
United States, Chicago: The University of Chicago Press, 
1931; and Edwin Seligman, Essays in Taxation, Macmillan, 
1895, Chapter 2. 


Dick Netzer, Economics of the Property Tax, Washington: 
The Brookings Institution, 1966, 


Henry J. Aaron, Who Pays the Property Tax?, Washington: 
The Brookings Institution, 1975, 
‘James A. Johnson, “Municipal Tax Reform - Alternatives 


to the Real Property Tax", in Canadian Public Policy, 1976. 
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mittee on Taxation, Report, Vol. Lily Toronto: Queen's 
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The ramifications of variations in assessments can 
be significant, insofar as they result in inefficient re- 
source allocation (thus violating the concept of neutrality) 
and inequities. For example, two individuals who own pro- 
perties of equal market value and who are in identical per- 
sonal economic circumstances may pay different amounts of 
tax.19 Furthermore, if the property of one industry is 
assessed at a lower rate than the property of a second in- 
dustry within the same locality, the first industry may 
expand to a greater extent than would otherwise be economi- 
cally efficient. While there is nothing inherent in the 
property tax which means that variations in assessment must 
be a problem, the fact remains that many assessment problems 
have arisen and even grown in importance over the years. 


The real question then is what should be done. 
Possible solutions to the problem of inadequate assessment 
include: "...establishing larger assessment units, im- 
proving the training given assessors, frequent reassess- 
ment at 100 per cent of market value, creating special 
provincial assessment units which aid in assessing indus- 
trial property that is hard to value, and increasing the 
use of computers and other data processing equipment."20 
In fact, most of these suggestions, including market value 
assessment, along with others were incorporated in the 
Ontario Budget for 1976, and will come into effect in 
Ontario in 1978 as part of the market value assessment 
program. 


A second major problem revolves around the struc- 
tural characteristics of the property tax. Here it is 
alleged that the real property tax base is too narrow, re- 
sulting in inequities and inefficiencies of various types. 
It is possible, for example, that two individuals having 
the same wealth, income and expenditures have different 
amounts of real property (land and buildings) and therefore 
are subject to different amounts of property tax payable. 
The only way this problem could be overcome would be to 
impose a tax on all.forms of wealth (real property, art, 
antiques, etc.) at the same rate as applied to real pro- 
perty. From a rather practical point of view, the dif- 
ficulty of collecting information on and evaluating all 
forms of wealth would undoubtedly create severe admini- | 
strative difficulties. 


19... 
2Ipid, pp. 337-338. 
yee 

OTbhal pos 3472338. 
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Ontario Budget 1976. Budget Paper E. Reform of Property 
Taxation in Ontario. 


= es. = 


A further argument against the real property tax 

is that it is levied on the gross value of the building and/or 
property rather than on the difference between the gross 

value and the outstanding mortgage. As a result, owners 

of two similarly priced properties who have different sized 
mortgages on their properties pay equal property taxes. Once 
again the administrative problem involved in collecting such 
precise data might dictate against actual implementation of 

a property tax levied on net value. 


In addition, the real property tax has been ques- 
tioned on economic efficiency grounds because the tax is 
levied on land and improvements but exempts other forms of 
capital. A partial solution to this problem may lie in 
site value taxation (which is a property tax levied on land 
only) which would tax land according to its economic poten- 
tial, thus leading to economically efficient land use and 
a more progressive tax system. 22 Howeverjathat may» be, 
Ontario has embarked on a market value assessment system 
based on land and improvements, and a major change in the 
base would be impractical at this time. 


One of the most important problems in the property 
taxation field revolves around the existence of exemptions. 
Full exemptions have generally been given to property 
"owned by upper-tiered governments, charitable, religious 
and educational institutions, and partial exemptions (have) 
often been gaven to farmers, homeowners and selected in- 
dustries."2 Exemptions to "upper-tiered" governments have 
been the result of "constitutional considerations" while 
exemptions given to charitable institutions etc. have re- 
sulted from the belief that these institutions generate 
"positive externalities" (benefits to society for which he 
society may not directly pay) which should be encouraged. 
It has also been argued that these institutions are diffi- 
cult to assess and hence exemptions from property tax are 
in.exders. 


Exemptions detract from the efficient and equitable 
taxation of property by reducing the tax base, and by 
raising taxes (in order to compensate for tax revenues lost 
to exempt properties) on non-exempt property. Consequently, 
taxed concerns (or properties) will be encouraged, and a 
mix of land uses will result which is different from that 
which would exist under equal treatment of all properties. 
Economic efficiency is therefore violated. 


22 cee Mason Gaffney, An Agenda for Strengthening the Property 
Tax" in G. Peterson (ed.), Property Tax Reform, Washington: 
The Urban Institute, 1973, for a discussion of site value 
taxation. 


235ohnson, op. cit., Pp: 341. 
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It is not clear to this author why these pro- 
perties should be exempt. If a sound case can be made 
for such preferential treatment, then these groups should 
be rewarded directly in the form of grants rather than 
on the basis of their property holdings. In this way, the 
subsidies that are paid will be established openly and 
subject to review and amendment by elected representatives 
according to their interpretation of the public interest. 
The Ontario Budget for 1976 proposes changes which will 
help eliminate most of the property tax exemptions that 
now exist. 


Finally, the most common criticism of the pro- 
perty tax is that it is regressive. It has been argued 
that the property tax takes a greater proportion of the 
income of low income people than of higher income people. 
This view is based on the assumption that there is no 
direct correlation between the income of an individual and 
the value of a property he may own or occupy. As a result, 
people with very different incomes often pay the same 
amount of property tax either directly or through their 
rents. 


The property tax is also held to be regressive 
by virtue of the fact that property taxes imposed on 
business and individual sectors are passed on to consumers 
in the form of higher product prices. Since expenditures 
on consumption are said to comprise a greater proportion 
of the incomes of the poor than of the more well-to-do, the 
lower income person bears a relatively higher share of the 
tax burden. 


While the regressivity of the property tax has 
been supported by various studies , recent research has 
produced conflicting results. The "new view" argues that 
the property tax can be considered to be at least propor- 
ELonad “ac not progressive26, thate2s; cht takési atgqteater 
percentage of the high-income earners income than of the 
low-income earners income. While a detailed. assessment 


5 ‘ 

For a presentation of the results of these Studies, see 
The Report of the Tri-Level Task Force on Public Finance, 
Vol. III, February, IVIGT*ppIO1PpSws anayeus 


Allan Maslove, The Pattern of Taxation in Canada, a study 
prepared for the Econmic Council of Canada, 1972; 


Irwin Gillespie, The Incidence of Taxes and Public Expendi- 
tures in the Canadian Economy, Studies of the Royal Com- 
miSsion on Taxation, No. 2, Ottawa, 1964. 


For a presentation of supporting evidence, see The Report 
of the Tri-Level Task Force on Public Finance, “Voli-IET, 
February 1976, p. 42. 
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of these two schools of thought is beyond the scope of 
this study, it is necessary to point out that there is 
considerable disagreement on the subject27. 


Evidence in Ontario suggests that the imple- 
mentation of the Ontario Property Tax Credit program has 
eliminated much, if not all, of the regressivity of the 
property tax. For example, Table 10-1 illustrates the 
property tax burden on selected households in the City of 
Toronto for 1970 and 1975. In 1970, in the absence of 
credits, the property tax burden was distributed regressive- 
ly; an elderly couple living on $4,000 income in Toronto 
paid net property taxes of 3.8 per cent of income while 
a household at $13,000 income paid 3.4 per cent of income. 
In 1975, after the implementation of the property tax 
credit, an elderly couple at $6,400 income in Toronto 
paid .6 per cent of their income for property taxes while 
a household at $20,000 income paid 3.1 per cent. As well, 
it was estimated that approximately 600,000 tax filers out of roughly 


atime standard analysis of the "new" view can be found in 


Mieszkowski, Peter, "The Property Tax: An Excise Tax or 
a Profits Tax?" in Journal of Public Economics, Vol. 1 
(April, 1972), pp. 73-96 and Mieszkowski, “On the Theory 
of Tax Incidence" in Journal of Political Economy, Vol. 75 
(June 1967), pp. 250-262. 


George F. Break, “Property Taxation: A Reappraisal of 
Burden, Incidence, Equity and Their Policy Implications" 
(Unpublished, 1973); and Break, "The Incidence and Econo- 
mic Effects of Taxation" in Alan Blinder, et al., The 
Economics of Public Finance, Washington, D.C.: The Brookings 
Institution, 1974. 


For an assessment of both points of view, see 


Richard M. Bird and Enid Slack, “The Incidence of the. Pro- 
perty Tax in Canada: A Review of the Literature", in 
Report of the Tri-Level Task Force on Public Finance, Vol. 
III, February 1976 

Henry Aaron, Who Pays the Property Tax?, Brookings Institu- 
tion, 1975, 


lou 


Table 10-1 


Propert 


Tax Burden on Selected Households in the City of Toronto 


Elderly 
Couple 
on GAINS 


Household Income 10,000 
Gross Property Taxes 370 
Ontario Prop. Tax Credits 120 
Net Property Taxes 


Net Property Taxes as 
% of Income 


Elderly 
Couple 


10,000 
420 


Prop. Tax Reduction 70 


Net Property Taxes 350 


et Property Taxes as 
% Of Income 


Source: Treasury, Economics and Intergovernmental Affairs, 
Toronto, Ontario 1976. 
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750,000 households in Metro either received a Bh Sra tax 
credit or a pensioner tax credit or both in 1975.28 


A report prepared by the Metro Toronto Chairman's 
Office, in August 1975, included the following comment 
on the Ontario Property Tax Credit Program: "The important 
fact of this reform is that it goes a long way to reduce 
the regressivity of the property tax. Municipal arguments 
about, thealamitations of«the property tax often Tail to 
recognize the positive impact of the tax credit system 
on the property tax."292 In addition, the November 1975 
Interim Report of the Tri-Level Task Force on Public 
Finance stated: "At the very least, although there are 
undoubtedly certain regressive features in all actual pro- 
perty taxes, it seems fair to conclude that the weight of 
the evidence is now against the conventional view that the 
property tax is one of the most regressive taxes in the 
fiscal system. "30 Tnis quote refers to the property tax 
burden in Canada as a whole in the absence of tax credits. 
Hence, the inclusion of the tax credit may well introduce 
some moderate degree of progressivity into the property 
tax system in Ontario. 


8 , : se. 

Information obtained from Ministry of Treasury, Economics 
and Intergovernmental Affairs, Toronto. This information 
is based on the following assumptions: 


1) Each household, except for the elderly couple, is 
assumed to consist of husband, non-working wife and 
two children. The average income per household in 
Metro Toronto was estimated at $19,000 in 1975 and 
$13,000 in 1970. These figures are higher than the 
ones used in the analysis because some households have 
more than one income earner; 


ii) The average assessment per residential dwelling in 
the City of Toronto is approximately S3,000. The 
figures used for the elderly couple was $3,000, for 
the low income household $3,000, for the average in- 
come household, $4,000 and for the high income house— 
hold, $5,000. The mill rate used was 193.30 for 1375 
and 104.56 for 1970; 


iii) The analysis excludes various municipal programs de- 
signed to offset the impact of property taxes on 
needy residents, such as property tax subsidies to 
the aged of $100 made under the Municipal Elderly 
Resident's Assistance Act, rent supplementsto the needy, 
tax deferrals under the Municipal and School Tax Credit 
Assistance Act, partial exemptions of properties assessed 
at less than $4,000. 


oid. 


30 tHid. 
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In summary, then, most of the criticisms of the 
property tax appear to be largely unwarranted in the 
Province of Ontario. The Ontario Property Tax Credit 
appears to have alleviated most, if not all, of the 
regressivity which might have existed. Finally, it 
appears as if the recent proposals (as outlined in the 
1976 Ontario Budget) for reform of the property tax 
would, if implemented,eliminate a number of the more 
serious structural problems. 
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- CHAPTER 11 


AN EVALUATION OF ALTERNATIVE REVENUE SOURCES 
EN REVENUE SUURCED 


Rising municipal expenditures over the past few 
years have placed severe strains on the ability of muni- 
Cipalities to finance their activities from conventional 
sources of municipal revenue. There are a number of 
reasons why this is so. Foremost among them is the fact 
that the potential of the property tax as currently 
administered upon which all municipalities depend for the 
bulk of their "own" revenues, has not been realized. 
Continued rapid increases in property values and in 
municipal costs due to inflation and urban expansion have 
not resulted in comparable increases in property taxes 
because of the inflexibility of assessment and mill rates. 


The general trend in municipal finance over the 
past fifteen to twenty years, as a result of the decline 
in the revenue generating power of the municipal property 
tax, has been towards increased dependence upon transfers 
from senior levels of government. In 1961, "own" source 
revenues of municipalities in Canada accounted for 84.6% 
of total local revenue while 15.4% was in the form of 
transfers from senior governments. By 1970, these propor- 
tions had changed to 54.0% and 46.0% respectively. _The 
figures for 1974 were 50.5% and 49.5% respectively.3l 


The result of this increased dependence of muni- 
cipalities upon transfers from higher levels of government 
for the financing of municipal services has been that the 
municipalities have lost a good deal of control over the 
services they provide. Because of the effects of grants 
described in chapter 9, municipal governments are no 
longer solely accountable to the electorate for the pro- 
vision of public services. In the search for a solution 
to this problem, many different proposals have been made, 
especially with respect to alternative sources of revenue. 


The following principles or criteria are used 
in evaluating the desirability and potential of different 
revenue sources. 


Clayton Sinclair, Cities Eye Income Tax Revenues to Ease 
Deficits, Financial Times of Canada, April 197° E97. 
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Equity 


First, and perhaps most important, is equity. 
Although the notion of equity is subject to quite 
different interpretations (i.e. what may be an equitable 
tax to one individual may not be an equitable tax to 
another), there is a general consensus that equity 
includes two components. The first is horizontal equity 
or equal treatment of equals, i.e. all individuals in 
similar circumstances should pay the same tax. The 
second is vertical equity, i.e. individuals in different 
circumstances will pay different amounts of tax. 


To achieve equity, specific indices of equality 
are needed. The two commonly referred to in the literature 
are the benefits-received principle and the ability-to- 
pay principle. The benefits-received principle states 
that individuals should pay a tax which reflects the 
benefits they receive from government services. The 
property tax is partly justified by this principle. For 
example, property owners benefit directly from police 
and fire protection and should be expected to pay for 
these services according to the value of the benefit 
received. The ability-to-pay principle is that people 
Should pay taxes according to their ability to pay, 
however this may be defined. The two most important 
measures which have been suggested as a basis for calcu- 
lating ability-to-pay are income and expenditure. The 
acceptance of income?? implies that individuals should 
be taxed on the basis of their command over goods and 
services. An alternative_approach and one that has been 
supported by some authors is based on taxing individuals 
according to the level of expenditures undertaken, that 
is to say, individuals are to be taxed on the basis of 
what they take out of the system in the way of expenditures. 


Once an index has been chosen, it is essential 
to tax all individuals in similar circumstances in the 
Same way and those in different circumstances in a 
different way. For example, in the case of income, all 
individuals earning $10,000 of net income would be taxed 
at the same rate and level while individuals earning 
more than $10,000 of net income would pay a greater amount 
of tax, although the amount by which it should be greater 
must be determined by the policy makers. When considering 
expenditure, all individuals who, after allowable exemptions 
and deductions, spend $5,000 on goods and services would pay 
the same amount of tax while individuals who spend more than ' 
$5,000 would be taxed at a higher level. 


Poke te es ee Oe ee ee 
Si, ‘ : 
For a comprehensive review of income as a basis for 
taxation, see Henry Simons, Personal Income Taxation. 
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For a defence of a tax on expenditures, see N. Kaldor, 
An Expenditure Tax. 
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Although both principles have their adherents, it 
is frequently argued that a tax based on income (ability-to- 
pay) 1s more equitable than tax based on expenditures 
(benefits-received). Consequently, the income tax is inter- 
preted as being more equitable than the property tax.34 


Neutrality 


ae A second principle or criterion upon which a 
municipal tax should be evaluated is whether or not the tax 
is neutral, that is to say, the tax should be imposed so as 
not to distort the consumption or production patterns of 
consumers or suppliers. The tax must be uniform in its 
application and it must be imposed at the same rate on all 
activities. For instance, the Ontario retail sales tax is 
not neutral because it is not imposed on all consumption 
activities. Exemptions for food, children's clothing, etc. 
have been established in an effort to ease the tax on parti- 
cular groups. Such exemptions favour those individuals who 
must or want to spend a greater percentage of their income on 
those items. 


Ease of Administration 


The ease of administering a tax is an important 
principle to consider when isepaa eee a specific tax. A tax 
should not be costly to administer,? should be clearly 
understood by the taxpayer and generally acceptable to the 
taxpaying public. 


Yield 


A final point to consider, although not stated as 
a criterion upon which to base a tax, is the revenue yield 
that would be generated by implementing a specific tax. A 
tax which fulfills all the criteria but does not yield much 
revenue in relation to the costs of collection is not likely 
to be given a great deal of consideration, whereas a tax 
generating a considerable amount of revenue may be readily 
accepted and widely used even though it may be less than 
perfect in theory. 


as 


34onis is not to be interpreted as a criticism of the 
property tax. There are very strong arguments £0 be 
made in favour of a more extensive utilization of the. 
property tax; see chapter 10 and the conclusion of this 
study for an assessment of this tax. 


35 por example, 
Intergovernmental Affair 
administering the proper 
per cent of the yield. 


it is estimated by Treasury, Economics and 
s Ministry that the cost of 
eyes orn Ontario is about 2.6 
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These three criteria are important bases upon which 
to evaluate a municipal tax, but a number of further problems 
exist. For example, it may be difficult to achieve all three 
criteria simultaneously. In order to achieve equity it may 
be necessary to forego neutrality. In order to facilitate 
the administration of a tax, it may be necessary to make it 
less equitable or less neutral tax. 


i) Municipal Income Tax 


Perhaps the most important issue with respect to 
the possibility of introducing a municipal income tax is 
equity. One advantage of a municipal income tax over a 
property tax (assuming the former were to replace the latter) 
is that income tax is based on a taxpayer's ability to pay. 
The property tax is not as effective in meeting the require- 
ments of the ability-to-pay criterion when there are wide 
variations in assessed property value, which do not necessarily 
correspond to variations in income. 


Such a tax would also enable a municipality to tax 
commuters. Certainly commuters derive real benefits from 
the municipality in which they are employed and should pay 
for these benefits. However, complications arise when 
commuters are taxed. First of all, one must determine an 
appropriate rate to apply to commuters. Since these people 
do not live in the municipality they should be subject to a 
lower rate of income tax than residents because they do not 
benefit from all the goods and services it provides. This 
in fact is done in some American cities which have municipal 
income taxes, 


“A municipal income tax will tend to violate both 
the equity and neutrality principles if the tax is not broadly 
based or not applied in all municipalities. If the tax is to 
be imposed only on wage and Salary income, then there is no 
problem in assigning it (ona withholding basis) to both 
residents and non-residents. However, if the tax is to be 
applied to all income, problems arise insofar as it may be 
desirable to deduct the tax payable at the source of income. 
This could not be done efficiently for all types of income 
(capital gains, interest income, etc.) because of the intri- 
cacy of financial transactions and the difficulty in pin- 
pointing the geographic location in which they occur. In 
order to tax all sources of income efficiently it would be 
necessary to make amunicipal income tax a surtax on the 
federal income tax. Such a solution, however, would remove 


a considerable amount of control over the tax from the hands 
of the municipality. 


a it ee 
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For a review of U.S. municipal income tax rates, see 
Pederal~State-Local Finances: Significant Features of Fiscal 
Federalism by the Advisory Commission on Intergovernmental 


Relations, Washington: U.S. Government Printing Office, 
February 1974, 
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A further danger of a municipal income tax lies 
in its potential migratory effect. People and businesses 
will tend to locate to avoid as much taxation as possible. 
This danger can only be completely overcome if municipal 
income taxes are universal (i.e., they exist in all munici- 
palities and effective rates are identical) or there is no 
municipal income tax at all. Obviously, if a municipal 
income tax were introduced in Metropolitan Toronto and no 
such tax existed in the surrounding areas, it could have 
very adverse effects on the location of industry or resi- 
dential development in Metro. To minimize this potential 
out-migration, it would be necessary to establish an extremely 
low municipal income tax rate. 


The imposition of a municipal income tax in Metro 
Toronto would also have effects on other citizens, not 
necessarily within M>xtro. For example, if the municipal 
income tax is imposed on the commercial sector, it is 
reasonable to assume that at least a portion of this tax 
will be passed on to consumers of goods and services produced 
in Metro, since the tax adds to production costs. Furthermore, 
a municipal income tax could lead to higher salaries or wages 
than would otherwise prevail which in turn could lead to higher 
prices, Hence, the incidence of any tax on a business or 
industry is not confined to the community in which it is located. 


Probably the most attractive feature of the municipal 
income tax is its built-in growth potential; that is, as 
incomes rise, tax revenues automatically rise. Table 10-1 
provides estimates of the potential revenue gain for Metro- 
politan Toronto from the imposition of a municipal income 
tax. Obviously a definitive statement on the actual yield 
which could be expected from such a tax would be preferable 
but this is impossible in the absence of a suitable and 
accurate data base. The figures in Table 11-1] are conser- 
vative estimates of the potential yield for Metropolitan 
Toronto. 


A brief explanation of how these figures were 
arrived at is needed. First, the gross assigned income 
figures for the Toronto area which appear in the federal 
publication, Taxation Statistics, for each of the years 
1968 to 1973 were adjusted-’ to include only the City of 
Toronto and the five surrounding boroughs. Second, a 1% 
flat rate tax38 on the adjusted gross assessed income for 


37 taxation Statistics for Toronto include a number of muni- 
cipalities adjacent to but not part of Metropolitan Toronto. 
The total population of these adjacent areas amounted ae 
approximately 5% of the population of Metro. Conseguently, 
gross assessed income was reduced by 5%. 


ae is the rate used in most U.S. cities which have municipal 
income tax. One could change this rate and adjust the figures 
in Table 11-1. The adjusted gross assessed income refers ae 
the income as determined in footnote 36 before deductions an 
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Table 11-1 


Estimated Revenue Yield in Metropolitan Toronto from 
a 1% Flat Rate Tax on Adjusted Gross Assessed Income 


FODMIIG SC. to 19 73 


Personal Corporate Total 
Income Tax Income Tax Income Tax 
C2) (4) (5) 


(millions of dollars) 
3 Id: 
4 13 
14 
LS 
17 


20 


Source: Estimated from Taxation Statistics for each of the years 
listed and from J. A. Johnson, Ou Chee 
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the years 1967 to 1973 was calculated. The resulting 
totals represent a fairly conservative estimate (column 2 
of Table 11-1) of the revenue which Metropolitan Toronto 
could have expected to receive from a municipal income 
tax. Column 3 of Table 11-1 provides a rough estimate 

of the potential yield from a tax on commuters. This 
estimate 1s crude as there is little information on the 
number of trips into Metropolitan Toronto for the purpose 
of work and the income of the persons making the trip. 
Nevertheless, a previous estimate2? has provided the basis 
fOr Tthe figures in this table. .Simplarly.. Phere are,no 
reliable estimates on business income in the Toronto 
Metropolitan area. Once again a previous estimate49 was 
employed as a basis for the figures in Column 4 of Table 
l1l-1. Column 5 provides an indication of the total income 
tax yield for each of the years listed. The totals in 
Table 11-1 tend to be rather conservative estimates of 

the revenue yield. By way of comparison with other studies, 
J.A. Johnson (see footnote 31) estimated that a municipal 
income tax in Metropolitan Toronto would have generated 
approximately $100 million in revenue in 1969($74 million 
from personal income tax, $20 million from a tax on business 
income plus $5 million from commuters). If he had chosen 
the figure used in this study for 1969 business income 
($15 million - see footnote 30), his total would have been 
$94 million, still some $12 million greater than estimated 
in his study for the same year. This discrepancy can be 
attributed to the use of different data bases. Johnson 
adopted as his data base, unpublished figures obtained 
from Statistics Canada entitled "Patterns of Expenditure 
by Family Income, Toronto". As well, his estimating 
technique was somewhat more sophisticated than ours and 


2 5 oa, Johnson in his article "New Tax Sources and Tax- 
Sharing for Canadian Municipalities," in the 1973 Conference 
Report, Canadian Tax Foundation, p. 601 estimates that 
commuters if taxed at the full rate for income earned in 
Metropolitan Toronto would have contributed less than $5 
million in 1969. This works out to 6-2/3% of personal 
income revenue for 1969. Hence, our estimate (Column 3 

of Table 11-1) is based on the assumption that commuters 
payments would amount to 6% of personal income tax revenue 
(i.e. 6% of the figures in Column 2). 


40 ibid, Professor Johnson estimated that a municipal Cas 
on corporate income would yield $15 to $20 million ws 
1969. This amounted to 20 per cent to 26-2/3 ae g 
of personal income tax (Column 2). In our Pap gees 
(Column 4 of Table 11-1) we opted for the Booed sae 
(20 per cent) on the assumption that it was etter 

err on the low rather than the high side, 
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was based on an eprmrsetrole adopted by W.I. Gillespie and 
Allan M. Maslove. Sheldon Silver's42 estimate for 1966 
was almost identical to the estimate which our approach 
would have yielded had our period of analysis been extended 
back to include 1966. 


Finally, the Tri-Level Task Force on Public 
Finance has estimated Federal and Provincial Income Tax 
Revenues raised in Metropolitan Toronto in fiscal years 
1972/73 and 1973/74 (Table 11-2). If one were to apply a 
municipal surtax (see discussion below) to these revenues, 
a rate of 4.9% in 1972/73 and 5.1% in 1973/74 would have 
yielded an equivalent amount of revenue. These figures are 
Slightly lower than those estimated in Table 11-3 which 
further reinforces the conservative nature of the estimates 
in this study. 


Although an examination of the progressivity of 
the income tax is not a concern of this SCOGC yy tos 
important to note that alternative forms of income tax could 
be imposed so as to yield exactly the same amount of revenue 
as under the flat rate income tax of 12. First, in place of 
the flat rate tax, one might impose a surcharge on the present 
income tax collected by the federal government. The magnitude 
of the surcharge for each year is listed in Table EH oe ae Os 
scheme would be more progressive than the flat rate tax on 
gross income because of the progressive Pattern of LTatessor 
the federal and provincial income taxes along with the fact 
that the tax is based on income after deductions and exemp- 
tions. A further alternative would be to impose a flat rate 
tax on taxable income (i.e. income remaining after the sub- 
traction of deductions and exemptions from gross income). 
Table 11-4 provides the rate necessary to yield an amount 
of revenue equal to the yield from a 1% flat rate tax on 
gross income. 


a 


4 " : ; : ; 
eee Gillespie, The Incidence of Taxes and Public Expendi- 


tures in the Canadian Econom , Study number 2 for the Royal 
Commission on Taxation, Queen's Printer, Ottawa, 1964. 

Allan M. Maslove, The Pattern of Taxation in Canada, Ottawa, 
Information Canada, 1972. 
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Sheldon Silver, "The Feasibility of a Municipal Income Tax 


in Canada," Canadian Tax Journal, Sept.-Oct., 1968, p. 404. 


43 : ; rg 
For an examination of the progressivity of the income tax, 


see J.A. Johnson, oprteitl, pi té00kadndiay Maslove, op.cit. 
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Table 11-2 


Estimates of Personal Income Tax 
EE SONAL tncome Tax 


Revenue Raised in Metropolitan Toronto 


Fiscal 19 j2/ 73 Piseal 1973/74 


(millions of dollars) 


Federal income tax 


$1,328.166 $1,461.914 


Provincial income tax 406.808 474.980 


$1,734.974 $1,936.894 


Source: Tables 10-B and 20-B, Report of the Tri-Level Task 


Forcevon Public Finance; Vol. Iii; Appendix ¢. 
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Surcharge on Income which Would be Necessary to Raise the 


Same Amount of Revenue as a 1% Flat Rate Tax on 


Gross Adjusted Income 


Rate (3%) 
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Table 11-4 


Flat Rate Tax on Net Income Necessary to Yield Revenue 
Equal to the Flat Rate Tax on Gross Income 


Rate (%) 


Table 11-5 


Projected Estimate of Revenue Yield From a 1% Flat-Rate Municipal 


Income Tax in Metro Toronto for 1974 to 1980 
EO OrOntO Tor 1974 to 1980 


15% per year 10% per year 5% per year 
revenue increase | revenue increase revenue increase 


(2) (3) (4) 


Source: Estimated Frome Table leds 
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While we have considered a number of equal yield 
alternatives, assuming the imposition of flat rate taxes, 
the income tax system could be made more progressive. For 
example, in the case of the 1% flat rate tax, one could 
devise a tax pattern where the individuals at the upper end 
of the income scale paid taxes in excess of 1% while those 
at the lower end paid taxes less than 1%. This would provide 
a greater element of progressivity with the same yield as 
the equal yield flat rate system outlined above. 


Table 11-5 provides some projections44 on expected 
tax revenue in Metropolitan Toronto based on three alternative 
scenarios namely, that revenue will increase at the rate of 
15% per year, 10% per year or 5% per year. Table 11-6 
indicates the rate of increase in provincial and federal 
taxes collected in Metropolitan Toronto and provides some 
basis for making the projections in Table 11-5. 


In summary, a case may be made for adopting a 
municipal income tax either in place of or in addition to the 
standard property tax. The revenue yield is not inconse- 
quential. Table 11-7 provides us with an estimate of the 
income tax revenue as a percentage of total municipal taxes 
collected in Metro. From this one can observe that the 
existence of a municipal income tax from 1968 to 1973 would 
have yielded more than 15 per cent of total local tax revenues 
in each year. 


a3) Municipal” Saies Tax 


While some sales taxes are imposed at the inter- 
mediate stages of production or distribution, this study 
looked at the potential of a municipal sales tax imposed at 
the final or retail stage. Such a tax is a percentage of 
the final sale price of goods and services. 


The imposition of a general or all inclusive retail 
sales tax is generally felt to be regressive, i.e. the amount 
of sales tax as a percentage of income is higher for the poor 
than for the rich. This is because a sales tax is a tax on 
consumption. Expenditures on consumption as opposed to _ 
savings or investment absorb a higher percentage of the incomes 
of low income recipients than of high income recipients. in 
order to eliminate some of the regressivity of a sales tax, 

a number of exemptions or exclusions from the tax — often 
provided. For example, in Ontario, food, children's clothing, 
medicine, services, etc. are exempted from sales taxation. 
While this improves the equity of the tax, it discriminates 
in favour of those individuals who either desire to or must 
spend a large portion of their income on the non-taxed goods 


Sag 4 and 1975 are listed in the projected years since 
actual data were not available for those years at the time 


of writing. 
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Table 1i=6 


Rates of Increase in Provincial and Federal Income Taxes 


Collected in Ontario and in Metropolitan Toronto 1967 to 1973 


Metropolitan Ontario (3%) 


TOON LO, 45) 


Source: Calculated from Taxation Statistics ,itor each uot 
the years 1967 to 1974. N.A. means not available 
at time of writing. 


Table 11-7 


Metropolitan Toronto Tax Revenue 


RGtua Pian cat os bee Estimated Income Tax Revenue 
Revenue Bai cee as a Percentage of Metro Total 
Tax Revenue Collected 


(2) (3) 


(millions of dollars) (percentage) 


$463.9 4 iio fey 


495,19 LGi0i6 
309 0 Toe 
Du Orne 6-013 
670.7 16.0 
678.4 18.4 


a) Includes total taxes collected in Metropolitan Toronto as indicated 
in Municipal Financia / Information, for each vear. 


b) This includes the income tax revenue from Table 11-1 as a percent 
of the actual tax revenue collected (Column 2 of this table) in 
Metropolitan Toronto. 


LS 


or services. The existence of such exemptions clearly 
violates the neutrality criterion of any. tax, ithat®is “td 
say, the tax is not imposed in a uniform manner on all 
goods and services. This is the type of conflict which 
arises in attempting to achieve both equity and neutrality. 
In the case of the Ontario retail sales tax, the policy 


makers have opted for greater equity at the expense of 
neutrality. 


One positive feature of the sales tax may be that 
part of the burden of the tax can be shifted to people from 
outside the taxed locality (for example, tourists and 
commuters). The sales tax, therefore, offers a means of 
charging non-residents for at least part of the cost of 
providing such public goods as roads, street lighting, and 
police protection. 


It is generally argued that an income tax is 

far more equitable and neutral than a sales tax and that 

it creates fewer distortions in society's consumption or 
production patterns than does a gales tax. As well, an income 
tax more accurately meets society's notion of equitable 
taxation, i.e. it is generally felt that individuals in 
higher income groups should pay a greater percentage of their 
income in taxes than individuals in lower income groups. 


The introduction of a municipal sales tax would 
create a number of administrative problems. Perhaps the 
mostiiserdous-of these: would be thowcto collectwit. It is 
frequently considered advantageous to have the senior govern- 
ment (in this case, the Ontario government) collect the local 
tax. However, this means that the local government must adopt 
the same tax base as the provincial government. Nevertheless, 
this method of collection reduces public collection costs 
and the costs of compliance borne by the retailers. A 
serious drawback to this method of collection is the fact 
that it reduces local control over the administration of the 
cax: 


Further, if a sales tax is to be imposed at the 
local level, then according to the equity and efficiency 
criteria, a system will be needed whereby goods purchased 
will be taxed at the sales tax rate of the latter location. 
Such a system would be necessary, since wealthier people 
would be in a better position to avoid the tax (by travelling 
to untaxed regions to purchase a good taxed in the home 


locality). 


AS! aigeneral rule, the most equitable means of 
determining the rate of tax on an article Soe ee ge one 
locality and used in another is to apply the rate of tax : 
of the locality in which the article 1s to be used. Second, 
when an article is purchased in one community and taxed * 
that community, but used elsewhere, the sales tax here 
should be refunded to the purchaser and the sales tax o 


meer ee I 


his own community, if any, imposed. These two consider- 
ations are consistent with the equity and neutrality 
principles but, as noted above, these two principles 

often come into conflict. For purposes of illustration, 
assume two cities have differential municipal sales tax 
rates. A resident of Metropolitan Toronto who bought a 
pair of shoes in Oshawa or Oakville and brought them home 
would be required to pay Metro Toronto's municipal sales 
tax. Obviously with the exception of high value items such 
as automobiles, it would be virtually impossible to devise 
a workable system to collect the sales tax on small items. 
Likewise, to give refunds for taxes paid on goods purchased 
within Metro and transferred out would create substantial 
administrative costs. 


While not as lucrative a tax source as the income 
tax, a municipal sales tax would, nevertheless, yield a 
rather substantial sum of revenue. Table 11-9 provides an 
estimate of the potential revenue yield arising from the 
imposition of a 1% municipal sales tax in Metropolitan 
Toronto.7° As with any estimate, a number of data sources 
must be perused and a number of assumptions made. In this 
case, it was particularly difficult to make highly accurate 
estimates due to the lack of specific data on expenditures 
on taxable items in Metropolitan Toronto. Nevertheless, 
through certain assumptions and the utilization of available 
data we were able to arrive at figures which indicate the 
potential range of revenue available to Metro for the years 
1968 to 1980 from the imposition of a municipal sales tax. 


Column 2 of Table 11-8 provides information on 
the total revenue generated in Ontario for the period from 
1968 to 1974 from the general provincial sales tax. Column 
3 lists the tax rate in existence for each of those years 
and Column 4 refers to the revenue which would have arisen 
from a sales tax of 1% rather than the rate actually in 
existence. Having determined the tax yield from a 1% general 
Sales tax, the next step was to estimate the per capita sales 
tax revenue for Ontario for each of the above-mentioned 
years along with some indication of the per capita sales tax 
yield in Metropolitan Toronto. Table 11-9 is an attempt to 
do this. Column 2 of Table 11-9 gives the per capita yield 
for the Ontario government from a 1% sales tax. Columns 3 
and 4 represent the per capita yield from residents of Metro 
Toronto based on one of two assumptions. In Column ai Itt fs 


__ 


45 
The rate of 1% was chosen for two reasons. First» the rate 


is low enough that it will minimize the administrative problems 
existing when one municipality has a sales tax while neighbour= 
ing municipalities do not have such a tax. Second, it is similar 
to the rate in a number of U.S. cities where a sales tax is in 
existence. For a review of the U.S. municipal sales tax rates 
and the revenue yielded, see James A. Johnson, "New Tax Sources 
and Tax-Sharing for Canadian Municipalities," Canadian Tax 
Foundation, Report of the Proceedings of the Twenty-Fifth Tax 
Conference, Toronto, LGy3s; 


pp.604-605. 


a) 


b) 


c) 


d) 
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Table 11-8 


Sales Tax Revenue for Ontario 


Total Sales Tax Provincial Revenue from 
Revenue Collected Sales at iS Sales 


in Ontario @ Tax Rated Tax Rate 
(millions of dollars) (millions of dollars) 


(2) (4) 


$442.4 
493.1 
645.3 
693.1 
768.8 
895.3 


1,314.8 


Figures obtained from Provincial Government Finance, Catalogue 
68-207, various years, Table 10, Statistics Canada, Ottawa, 
Canada. 


Obtained from Provincial and Municipal Finances, Canadian Tax 


Foundation, Toronto, Ontario. 


5% from Jan. 1 to April 30 and 7% from May 1 to Dec. a fl 
Weighted average for the year was 6.3% 


Column 4 equals column 2 divided by 5 for 1968-1972, column 2 
divided by 6.3 (weighted average) for 1973 and column 2 divided 
bye te for 19.74. 
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Table 11-9 


Estimated Revenue Yield for Metropolitan Toronto 


From a 1% General Municipal Sales Tax for 1968 to 1974 


Total Yield In 
Metro Toronto 


Per Capita Yield 
From Metro Toronto 

On Assumption That On Assumption That 
Expenditures are Expenditures are 

5% higher than ;10% higher than 15% higher thanJ10% higher 
Ontario average |Ontario average | Ontario averag¢Ontario averag¢ 


Per Capita 
Yield From 
Ontario 
Sales Tax 


$24,225 $25,369 


28,050 29, 312 


SB Pe i 1 Do kee 


39,734 41,616 


44,668 46,793 


40,682 B27 GAG 


ss way APA JO peo 


a) Column 2 is obtained by dividing column 4 of Table 11-8 by the 
total population of Ontario for each of the years, 1968. to, 1974 
as obtained from Summary of Financial Reports of Municipalities 
Lor 1963, 19697. 1970" LGV To (2 vand Municipal Financial 
Information for 1973 and 1974. Both sources are published by 
Treasury, Economics and Intergovernmental ALTairs,..OrOn to, 
Ontario. 


b) Column 5 is obtained by multiplying column 3 and column 6 is 
obtained by multiplying column 4 by the population of Metro 
Toronto for each of the years 1968 to 1974. The source for this 
is the same as in footnote a). 
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assumed that per capita sales tax revenue in Metropolitan 
Toronto will exceed that of the rest of Ontario by 10%. 
Expenditure on taxable items tends to be higher in Toronto 
than. ing the: rest. of the. province. The two percentages (5% 
and 10%) are chosen on the basis that per capita personal 
disposable income is 5 to 10 per cent higher in Metro 
Toronto than in ree rest of Ontario and hence expenditures 
will be greater. Columns 5 and 6 indicate the total yield 
from Metropolitan Toronto based on the fact that expenditures 


on taxable items and hence sales tax revenue is 5% or 103% 
higher. 


While the potential yield of such a tax did not 
appear to be inconsequential, one must remember that the 
estimated yield is only as good as the underlying data and 
assumptions. The figures presented in Columns 5 and 6 indicate 
that the imposition of a 1% sales tax assessed on the same base 
as the provincial sales tax would have yielded between $24 
and $26 million in 1968 and between $53 and $56 million in 
1974. In terms of comparison with other studies it is 
interesting to note that Professor J.A. Johnson4’ estimated 
that a 3% sales tax in 1969 in Metro Toronto would have 
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Personal Disposable Income Per Capita 


Figures were not available for 1968 and 1972. 


Source: The Municipality of Metropolitan Toronto: An 
Economic and Financial Survey, Table iG ee een 
p. 9, Metropolitan Toronto, Toronto, Ontario, é 


Risa Johnson, "New Tax Sources and Tax-Sharing For 
Canadian Municipalities," 1973 Conference Report, oe 
Canadian Tax Foundation, p. 607. Professor same te 
a different data source for his estimate. He a a y 
Expenditure in Canada, 1969, Catalogue No. Sota ae 
unpublished data from Statistics Canada ee ee 
expenditure by family income for Toronto for 
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yielded approximately $100 million. Our findings indicate 
that a 3% sales tax in Metro in 1969 would have produced 
between $84 million and $89 million. Consequently this 

study probably reflects a rather conservative estimate of 

the potential yield from the imposition of a municipal sales 
tax. To project future tax yield in Metro, the growth of 
Metro's population to 1980 had to be projected. While a 
number of projections exist, none are without difficulties. 
Hence a fairly simple approach is used here on the basis of 
annual growth rates from 1968 to 1974 it was assumed that 
Metro's population would continue to increase at approximately 
3% per year.49 Table 11-10 provides projected population 
figures based on 3 different assumptions. The next step is 
to estimate per capita tax yield increases from 1975 to 1980. 
Once again, the estimate is based on annual rates of increase 
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48 : 
Population Growth Rates for Metropolitan Toronto 


Population in Metro Growth Rate (3%) 
(000) 


Source: Same as footnote a) of Table 11-9. With the 
exception of 1 year, the rate of growth is 
between 2 and 4%. Hence, we have chosen the 
mid-point of 3% as our yearly growth rate. 


49 : : 
Obviously, this rate would change if boundaries change, 
new commuter centres develop, etc. 
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Table 11-10 


Projected Population Estimates for 
Metropolitan Toronto 


2% yearly 33 yearly 4% yearly 
increase in increase in increase in 
population population population 


=O 


for 1968 to 1974.°0 However, these rates of increase have 
ranged from a high of 28% to a low of 3% with one nofable 
exception when sales tax revenue actually decreased. 
Therefore, it was decided to estimate the annual yield for 
Metro Toronto based on both the assumption that per capita 
sales tax revenue would climb by 5% and the assumption that 

it would increase by 20%. Table 11-11 provides an estimate 

of the per capita sales tax yield on the assumption that 
expenditures on taxable goods and services in Metro are 5% 
higher than the average of the rest of Ontario. Table 11-12 
provides a similar estimate on the assumption that expendi- 
tures in Metro exceed the average of the rest of Ontario by 
10%. Although the range of potential revenue in 1980 is wide, 
these estimates do give some feeling for the yield if certain 
conditions hold. For example, few would argue that per capita 
sales tax revenue will rise by less than 5% annually and 
indeed there is ample evidence to assume that a more realistic 
figure would be in the range of 10 to 15 per cent. If this 

is true, the yield in 1980 could be in the order of $120 to 
$160 million in tax revenue for Metropolitan Toronto. 


50 Growth Rate of Per Capita Sales Tax 
Revenue in Ontario 
to 1969 BIS ae BS 
169 to 1970 
to 1971 
to 1972 
19720. 1973 
USS" EO. LOA 
Source: Calculated from Column 2 of Table 11-9. 
51 


This occurred in a year when the rate changed from 5 to 7% 
part way through the year. 


If one changed the underlying assumption about the population 
growth rate, i.e. if we assumed a 2% annual increase in population 
(instead of 3%), the revenue yield in 1980 would be 35. to’ S10 
million less than our estimate. Similarly, if one assumed a 
population growth rate of 4% (yearly), the potential revenue yield 
would be $5 to $10 million higher than our estimates. Consequently, 
for every averange annual Change of 1% in population, from 1975 
to 1980, the revenue estimate from a 13 sales tax in 1980 will 
change in the same direction by approximately $5 to $10 million. 


a) 


b) 


c) 
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Table ll-1l1 


Estimated Revenue Yield of Municipal Sales Tax in Metro Based 


on a 1% Rate and That Expenditures in Metro will be 5% Higher 


than the Average of the Rest of Ontario@ 


Estimated Per Capita Metro Estimated Total Metro Tax 
Tax Yield Assuming A Yield Assuming A 
Yearly Increase of: Yearly Increase of: 

208° 
(5) 
000 000 


$57,566 S66 737.93 


62,223 81,347 
67, 361 100,543 
725.860 124,288 
785735 15375 30 


S59 159 89,769 


This table assumes: i) the tax base for 1975 to 1980 will be 
consistent with the tax base in 1974; ii) that expenditures 
in Metro will be 5% higher than the average expenditures in 
the rest of Ontario; iii) that population in Metro will 
increase by 3% per year from 1975 to 1980. 


Column 2 is an extension of column 3 of Table 11-9 assuming 
that per capita tax yield will rise by 5%. Column 4 is obtained 
by multiplying column 2 of this table by column 3 of Table 11-10. 


Column 3 is an extension of column 3 of Table a= assuming 
that per capita tax yield will rise by 20%. Column 5 is obtained 
by multiplying column 3 of this table by column 3 of Table 11-10. 
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Table 11-12 


Estimated Revenue Yield of Municipal Sales Tax in Metro 
aa eS EE Se ee PS eee Le Sy ere ere: 


Based on a 1% Rate and that Expenditures in Metro will 


be 10% Higher than the Average of the Rest of Ontario@ 
ES EE ED ANS VEL © PORE eo aol aLiO 


Estimated Per Capita Metro Estimated Total Metro 
Tax Yield Assuming A Tax Yield Assuming A 
Year Yearly Increase of: Yearly Increase of: 
53b 208¢ 53b 20%¢ 
(1) (2) (3) (4) (5) 


000 000 


$60,323 $ 68,944 


65,253 85,224 
70,589 105,472 
165-353 130,244 
82,526 160,867 
89,242 198,848 


a) This table assumes: i) the tax base for 1975 to 1980 will be 
consistent with the tax base in 1974; ii) that expenditures 
in Metro will be 10% higher than the average expenditures in 
the rest of Ontario; iii) that population in Metro will 
increase by 3% per year from 1975 to 1980. 


b) Column 2 is an extension of column 4 of Table 11-9 assuming 
that per capita tax yield will rise byeote-, Column )4 ris 
Obtained by multiplying column 2 of this table by column 3 
of Table 11-10. 


c) Column 3 is an extension of column 3 of Table 11-9 assuming 
that per capita tax yield will rise by .20%.... .CoLumn 451s 
obtained by multiplying column 3 of this table by column 3 
of Table 11-10. 


et LA 


In comparison with the actual local tax revenue 
collected in Metro Toronto for 1968 to 1974, a 13% municipal 
sales tax would have yielded between 6% and 7% of the total 
taxes collected in each of those years. Therefore a municipal 
sales tax could be used to either replace part of the property 
tax or supplement property tax revenues. 


While the potential revenue yield outlined above 
is based on the assumption that Metro would employ the same 
sales tax base as that used by the Ontario government, one 
could structure a municipal sales tax to include the taxation 
of food or the exemption of certain items not currently exempted 
from the sales tax or the provision of a specific and further 
tax credit. For example, some authors>3 have suggested that 
tax credits of a specific dollar amount be given to taxpayers. 
Obviously the inclusion of a further tax credit by the municipal 
government would reduce the revenue yield and further complicate 
the system. It is felt that the Ontario sales tax credit system 
along with the items exempted from sales taxation reduces a 
substantial amount of the regressivity inherent in a general 
Sales tax. Therefore, in the interest§ of simplicity, it is 
recommended that a municipal sales tax, if adopted, be adopted 
at a low rate and on the same basis as the provincial sales 
taxis 


iii) Municipal Automobile License Fees and Road User Fees 


The rationale underlying automobile license and 
registration fees, and user charges in general, is that the 
people who benefit from certain expenditures, e.g. car drivers 
should be the people who bear the burden of their cost. A 
system whereby those who benefit are those who pay has two 
significant advantages: first, under such a system, charges 
can be made to match closely the cost of the goods or services 
provided; and second, because charges can closely match costs, 


such a benefit-based system of assessment "... can be neutral 
with respect to the allocation of resources and the distribu- 
tion of income: it need not alter either."°4 The main dis- 


advantage of the benefit system when applied to essential 
services is that it absorbs more of the income of lower income 
people than of higher-income people and is therefore regressive 
in its impact. 


There are three main categories of people who, 
according to the benefit principle should be expected to 
contribute revenues for road and road related expenditures. 
These include members of the general public, property owners, 
and motor vehicle users. The case for the tax P1401 Pity oF 


*3 Specifically, see J.A. Johnson, "New Tax Sources and es 
Sharing for Canadian Municipalities," 1973 Conference Report, 
Canadian Tax Foundation, p. 608. 


> 4Nancy Bryan, More Taxes and More Traffic, Toronto: Canadian 


Tax Foundation, September 1972, Pp. Ae 
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members of the first and second categories perhaps needs 
some explanation. The member of the general public is held 
to be liable for road costs by virtue of the fact that he 
benefits indirectly from roads, whether or not he operates 
a vehicle on these roads (e.g. he benefits from fire and 
police protection, and garbage collection, services which 
require the use of roads). Property owners are deemed to 
benefit from expenditures on roads, whether or not they use 
them directly, by virtue of the fact that roads generally 
enhance the value of adjacent property, by providing owners 
(and potential buyers) of this property with more convenient 
access to other areas and services. On the other hand, in 
an urban area the effects of road construction and use on a 
property may be negative. The latter argument may be used 
to rationalize payments from motor vehicle users to non- 
users of motor vehicles, although this is more difficult to 
Support let alone measure. 


While one can make a case for charging the three 
groups of beneficiaries, it is difficult to pro-rate the 
costs among them. But this neednot preclude policy makers 
from placing a charge on the actual users. In Ontario, the 
practice has been to charge vehicle registration fees that 
vary according to the number of cylinders in the vehicle 
(for passenger cars) and vehicle weight (for commercial 
vehicles). The practice is followed on the assumption that 
the heavier and more powerful the vehicle, the greater 
its costs in road wear and maintenance. 


One problem resulting from the imposition of a 
municipal charge in addition to the provincial motor vehicle 
registration fee revolves around the actual rate and the 
base on which this rate is to be applied. To minimize the 
administration and collection costs, the municipal charge 
Should take the form of a surcharge on the provincial fee. 
Such an arrangement reduces local autonomy in that the 
municipality must accept the same policy (and base) as the 
provincial government. As well, any such charge imposed 
by local government must be low enough that it does not 
result in many people registering their motor vehicles in 
adjacent localities where no municipal surcharge exists. 
Indeed to make such a surcharge as equitable as possible 
for all vehicle owners in the municipality, it might be 
necessary to require residents to register their vehicles 
in that municipality. This, however, could lead to adminis- 
trative complexities and inefficiencies. 


From a local policy-maker's point of view, perhaps 
the main, if not only, attraction of such a charge is the 
potential revenue yield from such a tax. Table 11-13 
Provides an estimate of the revenue yield from the imposition 
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of a modest surcharge on motor vehicle registration fees.°° 


The figures in Table 11-13 do not differentiate 
among sizes of vehicles. The most equitable system would 
employ a graduated rate scale, based on the number of 
cylinders (for example, four cylinder vehicle cwners might 
be charged $2.50, six cylinder vehicle owners 23350, and 
eight cylinder vehicle owners $4.50-$5.00). A graduated 
scale might be adopted on the assumption that larger cars 
are a reasonable indication of income level (i.e. the bigger 
the car, the higher the income), or it may be adopted for 
energy considerations (e.g. larger cars used more energy, 
and therefore their owners should be charged more) or it may 
be adopted because larger vehicles presumably cause greater 
wear and tear on roads and highways. Hence, in Table 11-13 
motorcycles bear the least surcharge while commercial vehicles 
such as trucks bear the greatest surcharge. 


Since figures for the number of passenger vehicles, 
commercial cars, buses, trucks, etc. and motorcycles were 
only available for Ontario (and not for Metropolitan Toronto), 
the number of these vehicles in Metropolitan Toronto had to 
be estimated.°6 This estimate was arrived at in the following 
way. First, figures from Statistics Canada's annual publication 
entitled The Motor Vehicle were obtained which showed the 
average number of people per registered motor vehicle in 


Ontario, for each year from 1953 to 1973. These numbers 
fitted closely to a decreasing second-degree function having 
the equation Y = 3.462 - .0657X + .000444x2, where X is the 


year number starting from the year 1953 (which equals 1). 

The function was used to extrapolate figures forthe average 
number of people per registered motor vehicle in Ontario for 
the years 1974 to 1980. This same figure was assumed to 
apply to Metropolitan Toronto. Second, population of Toronto 
was projected for the years 1975 to 1980 using.a+3% per. year 
rate of increase (based on yearly increases from 1967 to 

1974 inclusive). Third, the number of motor vehicles in 
each category as listed in columns 2, 4 and 6 of Table 11-13 
was estimated in the following way. The number of registered 
motor vehicles (in total) was estimated for Metro Toronto by 
dividing the population in Metro by the number of people per 


>the surcharge was kept low so as to minimize unwanted spill- 
overs which might result from outside registration. The rate 
structure chosen approximates that of Newfoundland. The 
Newfoundland Local Government Act permits an annual levy of 
$2.50 to $5.00 for private vehicles and $5.00 to $10.00 for 
vehicles offered for hire or reward. See Canadian Tax 
Foundation's Provincial and Municipal Finances, Toronto, 1975, 
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e available only covered the years 1969 to 


G2 ‘ 
Figures which wer ted (e.g. motorcycles were 


1973 and even this coverage was limi 
not included). 
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registered motor vehicle in Metro (which was assumed to be 
equal to the figure for Ontario). This figure was multiplied 
by the ratio of motor vehicles in each category (i.e. 
passenger cars or commercial vehicles or motorcycles) in 
Ontario to total motor vehicles in Ontario. Obviously, this 
assumes that the ''percentage of passenger cars to total 
motor vehicles in Metro will be identical to that in the 
entire province, an assumption which may not be entirely 
accurate but one which must be made in the absence of accurate 
data. Finally, some indication of potential revenue was 
obtained by assuming that a specific municipal charge would 

be levied on motor vehicles and multiplying this by the number 
of vehicles (in each category) in Metro for each of the years 
considered. Columns 3, 5 and 7 provide this information. 


With a surcharge of $3.00 on passenger cars, $10.00 
on commercial vehicles, and $1.00 on motorcycles, the total 
revenue estimated for 1968 was slightly under $3 million 
resing to’ s¢.8 million in ‘1974 and projectéd* to reach $5. 
million in 1980.°7 Compared with a municipal sales tax or 
municipal income tax for the same years, a charge on the motor 
vehicles yields considerably less revenue. In fact, had such 
a municipal motor vehicle surcharge been introduced, the 
revenue generated would have been slightly more than one-half 
of one per cent of the total municipal taxes collected in 
the Metro system in each of the years 1968 to 1974. Obviously 
then, a municipal charge on motor vehicles would yield little 
in the way of revenue for Metropolitan Toronto. 


One of the major user charges imposed by the 
provincial government is the motive fuel tax. Although the 
motive fuel tax base has the potential to provide considerably 
more revenues (see Table 11-14) than a vehicle registration 
surcharge, it is doubtful that this potential could ever be 
efficiently or equitably realized at the municipal level. 
While a motor vehicle registration surcharge can be collected 
when licenses are being renewed, a municipal motive fuel tax 
would have to be collected by fuel retailers all year round. 
This tax would impose a heavy burden, not only on those 
required to pay the tax, but also on those who would have to 
collect it and keep records on it. Furthermore such a tax 
could not be neutral since people would tend to travel to 
untaxed regions to purchase their fuel. This would put 
Metro Toronto motive fuel dealers at a competitive disadvan- 
tage. The higher the tax, the greater the disadvantage. 


ee ea 


2Ir9 calculate the potential revenue yield of different rates, 
multiply the particular rate by the number of vehicles and 
add up the revenue for all three categories. 
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Table his 


Estimated Revenue from a 1¢/gal. Surcharge in Metropolitan Toronto 


Estimated Revenue Estimated Revenue | Estimated Revenue 
from 1¢/gallon from 1¢/gal. Sur- from 1¢/gal. Sur- 

Surcharge on Passen-| charge on Commercid| charge on Motor- 
ger cars! : Vehicles2 cycles? b 


C2) (3) (4) 


$2,431,971 $ 4,758, 389 $ 20,253 
2,467,398 4,860,509 16,605 
2,554,242 5,053,693 18,944 
2,766, 149 5,412,017 22,741 
2,935,633 5,862,449 25,115 
3,029,976 | 7,014,261 26 , 506 
3,060,690 6,380,930 27, 160 
3,158,784 6,718,006 28, 862 
3,405,411 7,281,520 31,770 
3,504,634 7,549,731 33, 323 
3,606,942 7,814,816 34,901 
3,898,042 8,490,735 38, 330 
4,012,215 8, 783,230 40,045 


"Based on gallonage estimates derived from a 19¢/imperial gallon Ontario 
gasoline tax and estimated average annual fuel tax payment of $72.00 

per passenger vehicle. The revenue is based on the number of passenger 
cars estimated in column 2 of Table 11-13. 


Source: Statistics Canada, The Motor Vehicle, Rates and Regulations. 


Based on gallonage estimates derived from a 19¢/imperial gallon Ontario 
gasoline tax and a 25¢/imperial gallon Ontario diesel fuel tax ( mean = 
22¢/gallon) and estimated average annual fuel tax payment of $996.73 
per commercial vehicle(for owners of small, medium, and large trucks 
and buses, both diesel and gasoline fuelled. The revenue is based on 
the number of commercial vehicles estimated in column 4 of Table 11-13. 


Source: Statistics Canada, The Motor Vehicle, Rates and Regulations. 


3 , 
Based on the assumption that average miles per gallon is 50, annual 
mileage travelled is 8,000, annual motor fuel consumption is 160 imperial 


gallon. The revenue is based on the number of motorcycles estimated in 
column 6 of Table 11-13. 
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Table 11-14 provides estimates arising from a tax 
of one cent per gallon on passenger cars (column 2), commer- 
cial vehicles (column 3), and motorcycles (column 4). Such 
a tax would have yielded approximately $7.2 million in 1968, 
some $3.4 million more than a municipal surcharge on motor 
vehicle registrations. The yield for 1974 and 1980 would 
be $9.5 million and $12.8 million respectively ($4.4 million 
and $7.8 million more than a municipal surcharge on the motor 
vehicle registration fee for 1974 and 1980 respectively). 
Once again the potential revenue yield is minimal compared 
with a municipal sales tax and/or a municipal income tax. 

In fact, it would amount to around 1.5 per cent of the total 
municipal taxes collected in the Metro system for each of the 
years 1968 to 1974. 
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iv) Municipal Liquor Sales Tax 


There are three main arguments commonly offered 
as justifications for taxing liquor. These are: alcoholic 
beverages are luxuries and therefore tax levies on such 
beverages are justifiable under the ability to pay principle; 
taxes on alcoholic beverages are generally excellent revenue 
generators; and, taxation on alcoholic beverages should be 
used to control their consumption and help pay for the ~ 
costs to society -which' result from it. 


The weight of the first argument can be assessed 
by examining the proportion of the incomes of different 
income groups spent on taxes on alcoholic beverages. Such 
an examination reveals that levies on alcoholic beverages 
are generally proportional to income up to the $15,000 
category, but regressive in the $15,000 and-over category.°/7 
Specifically, Professor James A. Johnson found that the 
"..epattern for beer is slightly progressive up to $6,000 
and regressive above this level. For spirits and wine, the 
pattern is slightly regressive below $5,000, slightly 
progressive from $5,000 to $12,000, and roughly proportional 
above this level." Hence, it appears that "The total tax 
burden is, on balance, regressive" with the tax on beer being 
the most regressive, especially at high incomes.58 Thus, 
it cannot be said that taxes on alcoholic beverages conform to 
the ability to pay principle. Since low income people will 
tend to pay a greater fraction of their income in taxes on 
alcoholic beverages than will higher income people, such a 
tax would violate the requirements of the equity principle 
(particularly, the principle of vertical equity, which 
calls for unequal treatment of unequals, viz. the poor 
should pay less of their incomes in taxes than the wealthy). 


It is obvious that tax levies on alcoholic 
beverages are a lucrative source of revenue. In LO FO; 
approximately 62% of total provincial revenue from alcoholic 
beverages was derived from spirits, 27% from beer and 21% 
from wine, including sales tax.59 Johnson's study indicates 


James A. Johnson, “Canadian Policies in Regard to the 
Taxation of Alcoholic Beverages," in Canadian Tax Journal, 
Toronto: Canadian Tax Foundation, Vol. XXI, No. 6, Nov-— 
ember :~December, 1973, p. 556. See also W.1. Gillespie, 
"The Incidence of Taxes and Public Expenditures in the 
Canadian Economy," Studies of the Royal Commission on 
Taxation (Study No.2), Ottawa: Queen's Printer, 1964. 
Proportional implies that an individual spends the same 
proportion of his income on taxes on alcoholic beverages 
regardless of his income level. Progressive means that he 
payS a greater proportion as his income increases and 


regressive means that he pays a smaller proportion as his 
income increases, 


8 
James A. Johnson, OP. Citi) Obl. 
ase SE Oe 
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that the demand for spirits is affected most (out of the 
three main categories: Spirits, beer and wine) by price 
changes (e.g. increases in taxes), and the demand for beer 
will be affected to a lesser degree than the demand for 
Spirits but to a greater degree than the demand for beer. 60 
Tt should be noted that "....revenue from alcoholic beverages 
is derived in Ontario from three principal sources: the 
Liquor Control Board mark-up,taxes and fees on sales of 
Canadian wine and beer, and license and related fees. The 
all-important base on which the revenue system operates is 
Sales, whether for off-premises consumption or for ultimate 
consumption on licensed premises."61 


Finally, some observers have stated that the 
controlling effect of the present taxes on the consumption of 
alcoholic beverages is not as great as it could be. Further- 
more, while a tax on alcoholic beverages should take account 
of "negative externalities," it has been noted that revenues 
from such taxes in Canada probably do not adequately cover 
these externalities, Negative externalities include: 

"1) medical costs to the public for the treatment of alcoholic 
psychoses and other illnesses associated with excessive 
drinking; 2) property damage due to accidents; 3) crime; 
4) productivity losses due to disability and premature death; 
5) government expenditures on welfare, research on problems 
OfLsalconol,, rehabilitation centers for alcoholics, etc.."64 
Because of the negative externalities occasioned by excessive 
consumption of alcohol, the Ontario Committee on Taxation 
recommended that "The financial basis of the agreements 
whereby municipalities receive payments from the Liquor 
Licence Board be adjusted so that such payments will reflect 
as closely as possible the cost to the municipalities of 
enforcing the Liquor Control Act and the Liquor Licence 
Act."63 It has been observed that if alcoholic beverages 
are to be taxed according to their intoxicating effects 
(in an attempt to account for the negative externalities 
noted above), then they should be taxed on the basis of 
their alcoholic content.®4 A Swedilsh researcher suggests 
that the "....intoxication effect associated with beer, 
Doers p. 559. See also J.H.A, Haber and C.A. Lamont, 
A Study of Certain Factors Affecting Beer Consumption in 
the Maritimes, 1957-69, Fredericton, N.B. The Research 
and Productivity Council, 1970, and W.A. Niskanen, The 
Demand for Alcoholic Beverages: An Experiment in 
Econometric Method, Rand Corporation Mimeo, 1962. 


Cl report of the Ontario Committee on Taxation, op.cit., p. 388. 
62 sohnson,op.cit., Diu S6i0te 
o2 ph 397. 


Report of the Ontario Committee on Taxation, op.cit., 
645ames A. Johnson and Ernest H. Oksanen, "Socioeconomic . 
Determinants of the Consumption of Alcoholic Beverages, 


Journal of Applied Economics, Great Britain: Chapman and 
Hall Ltd., 1974. 
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table wine, fortified wine, and spirits is in the ratio of 
10:16:22:31.65 This contention is supported by the Alcoholic 
Beverage Study Committee.©® The Committee's rationale for 

a progressive price schedule (due to progressive tax rates) 

is based on the assumption that negative externalities increase 
with concentration of alcohol in alcoholic beverages. In 
addition, the tax policy of other governments has been to 
favour low alcohol-content beverages over higher alcohol- 
content beverages. 


Assuming that an ounce of alcohol has the same 
effect on a drinker regardless of the form in which it is 
taken, the Addiction Research Foundation advocated that the 
prices of fortified wine should be doubled and the price of 
beer should be increased by 50% "....so that the price of a 
unit of alcohol would be the same for all beverages."68 
However, a valid objection to this system is that if the 
prices of fortified wine and beer are raised, people may 
switch to consumption of spirits, thus causing greater 
consumption of absolute alcohol. 


Johnson notes that when it is assumed that an 
ounce of alcohol has the same deleterious effect, regardless 
of the form in which “itis taken, it “follows ‘that erthner the 
taxes on beer and wine should be raised, or the taxes on 
spirits should be lowered. An important result is that if 
the taxes on beer and wine were increased, total alcoholic 
beverage tax revenues could be expected to increase. If 
this increased taxation were to cause a shift in demand to 
spirits, total tax revenues could also be expected to increase. 69 


It seems clear that of the three criteria 
outlined as major bases for the taxation of alcoholic 
beverages, the control aspect and the revenue aspect are 
perhaps the most important. However, in terms of a municipal 


> X 3 : A 2 
David Isaksson, "Rationalization of Alcohol Taxation," 


in The Development of Control Policies for Alcoholic 
Beverages in Sweden, Ottawa: Brewers' Association of 
Canada, 1972, cited in Johnson, p...561. 


66 ‘ ; 
Report of the Alcoholic Beverage Study Committee, Beer, 


Wine, and Spirits: Beverage Differences and Public Policy 


in Canada, Ottawa: Brewers’ Association of Canada, 1973. 


OF onn cone Opici iow. 62 


68 : ! : 
R.E. Popham, W. Schmidt, and J. de Lint, "The Prevention 


of Aicoholism: Epidemiological Studies of the Effects of 


Government Control Measures," in Law and Drinking Behaviour, 


J.A. Ewing and B.A. Rouse, eds., Chapel Hill. 
7 Johnson, Op <Cit?, pis s563% 
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surtax on liquor sales, the revenue aspect is perhaps the 
most important, since effective control of alcoholic beverage 
consumption clearly lies outside the powers of municipal 
government. In considering a municipal surtax on alcohol 
1.e. beverages for the Metropolitan Toronto area ity should 
be kept in mind that any surtaxes considered should not be 
so that they result in people purchasing alcoholic beverages 
in outlying non-surtax areas. This would impose a competitive 
disadvantage on commercial vendors of alcoholic beverages in 
Metropolitan Toronto. An excessively steep municipal surtax 
may also have the undesirable effect of stimulating boot- 
legging and perhaps even the private manufacture of liguor 
in the Metro area. It is urged, therefore, that if any 
municipal surtax on alcoholic beverages is implemented, it 
be kept low, perhaps in the 1 to 5 per cent range. It might 
also be necessary to impose different rates on each of the 
three main categories of alcoholic beverages. This would be 
consistent with the observations of Johnson and Oksanen, who 
observe that in Canada, "If alcoholic beverage taxes are 
levied to maximize revenue, the short-run coefficients 
indicate that taxes should be raised on all three beverages, 
but that the largest increase should be for beer and the 
smallest for spirits."/0 


From a municipality"s point of view, one rather 
attractive feature of a municipal surcharge on liquor sales 
is that it is easily collected and the added bother to 
retailers is relatively insignificant (i.e., all that would 
have to be done is to raise the price of each article by 
the rate of tax). Such a surtax would impose no more 
inconvenience on retailers than a sales tax. 


Table 11-15 provides an estimate’! of the revenues 
which could have been generated by a one per cent tax on 
liquor sales in Metropolitan Toronto for the years 1968 to 
1974. 


70 sohnson and Oksanen, op.cit., p. 300. 


T1one estimates presented in Table 11-15 and 11-16 
correspond closely with those implicit in the 1974 ‘figure 
for per capita liquor sales for the Toronto area ($118 
vs. our $122) presented in Financial Times of Canada, 

Tax move can hurt provinces." July 12, 1976, p. 7. 
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This tax was assumed to be levied at the rate of one 

per cent on the full price of the article being purchased/2 
(i.e. a one per cent levy on the price including the 
i6C.B.0. mark-up and all other federal and” provincral 
taxes). These estimates were obtained in the following 
manner. First, per capita sales figures were 
calculated for Ontario for each of the years from 1968 to 
1974 inclusive. These figures were then multiplied by an 
index which reflects the fact that per capita disposable 
income in Metro Toronto tends to be higher than the Ontario 
average. Hence, column (6) shows estimated per capita 

sales of liquor in Metro (i.e. column (4) multiplied by 
column (5) ). Column (8) shows estimated total liquor sales 
for Metro Toronto, arrived at by multiplying the column 

(6) figure (per capita liquor sales for Metro) by the column 
(7) figure (population fo Metropolitan Toronto). Finally, 
column (9) shows the estimated revenue from a 1% tax on 
liquor sales in the Metro area (i.e. column (9) figures 
represent 1% of column (8) figures for each year). 


Table 11-16 provides some rough projections of 
the revenue which might be generated from a 1% tax on 
liquor sales in Metropolitan Toronto for the years 1975 
to 1980 inclusive. The figures in this table were cal- 
culated using the same methodology as in Table 11-15. 
However, total sales of liquor were estimated for those 
years by assuming an average growth rate of 9.7% per year 
(which is approximately the average growth rate over the 
period 1968 to 1974). The population of Ontario was 
projected to 1980 using a 2% per year rate of growth. jihe 
index reflecting the ratio of Metro's average per capita 
disposable income to that of Ontario was kept at the 1.05 
level. The population of Metro was estimated using a rate 
of growth of 3% per year. Hence, column (9)-of Table il-i6 
estimates the revenues which might occur in future years 
from a 18 tax on liquor sales in Metropolitan Toronto. 


Tue to the unavailability of suitable information,the 
revenue analysis ignores sales of liquor through liquor 
licenses, and therefore, a large amount of revenue or 
potential revenue is unaccounted for. Our analysis, then, 
deals only with the sales of liquor through Liquor Control 
Board of Ontario stores, brewers' and wineries' retail 
stores, and brewers' warehouses. To impose the municipal 
surtax on licensed establishments would seem to be a fairly 
simple matter; that is, the surtax would merely have to be 
added to the sales tax rate imposed on sales of alcoholic 
beverages in these establishments. However, aS may be 
expected, problems sometimes arise in collecting receipts 
from all licensees. The feasibility of a tax on alcoholic 
beverages sold in licensed establishments would there fore 
have to be studied in greater detail than is possible here. 
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Tables 11-15 and 11-16 indicate that the revenue 
from a one per cent surtax may not be large. Indeed, it would 
amount to roughly $2.8 million in 1974 and $5.1 million in 
1980, an amount which is not very Significant in terms of 
the overall municipal revenue picture. This would have 
amounted to less than one-half of one per cent of the total 
tax revenue collected in the Metro system from 1968 to 1974. 
However, as noted above, it may be desirable to have a 
scale ,OugrEates (e.g. from-1% to 5%), for different types of 
alcohol. This would raise revenues, although not very 
Significantly, unless, of course, the increase in rates was 
substantial, in which case consumers would probably find 
means of reducing their demand, either by purchasing in 
non-taxed communities or producing alcoholic beverages 
themselves. 


v) Municipal Hotel Room Tax 


The rationale for establishing a municipal hotel 
room tax is that it iS one means of capturing payments 
from non-residents who use a municipality's services to 
help cover part of the costs of providing them (e.g. street 
iights; |reads, parking).74 This, of course, assumes that 
most users of hotel rooms are, in fact, non-residents. 
To the extent that residents of the municipalities use 
hotel rooms in that municipality they would be disadvantaged 
because they would be taxed twice (i.e. by the property 
tax on their normal residence as well as by the hotel 
room levy). However, the magnitude of this problem is thought 
to be minimal. 


On equity grounds, there tend to be few objections 
to a hotel room tax primarily because those who use hotels 
are frequently those who can best afford to pay a little 
more for accommodation. As well, with a large number of 
hotel users being businessmen (with expense accounts), 
the added expense caused by a hotel room tax would be 
borne (at least in part) by the employers of those business~ 
men. (The objection ;could be raised that businesses will 
deduct these added expenses from their income tax payable, 
thereby passing a portion of the burden of the tax to all 
other taxpayers. The aggregate effect of this would tend 

to be rather slight). 


74 ohn F. Due has advocated a hotel room tax, as well as 
taxes on other services, on the basis of the revenue generating 
potential of these taxes, as well as on the grounds that 

taxes on services would simplify the sales tax system by 
eliminating the need for distinguishing between services 

and commodities. See John F. Due, Provincial Sales Taxes, 
Toronto: Canadian Tax Foundation, 1964. 
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One argument frequently cited in favour of a 
hotel room tax is that it could be implemented with a 
minimum amount of administrative cost. A hotel room tax 
levy would impose no more burden of inconvenience or ex- 
pense from collection than the ordinary sales tax on hotel 
rooms now collected by the province. The simplest method 
of collections would be to have hoteliers forward all tax 
receipts (including provincial sales tax receipts) to the 
Ontario government which would then make payments to the 
municipality imposing the hotel room tax, equal to the amount 
of collections from such a tax. Alternatively, the receipts 
from a hotel room levy could be forwarded directly by the 
hoteliers to the municipal government, although this would 
probably inconvenience hoteliers to a greater extent. The 
latter approach, however, has the desirable advantage of 
putting control of the tax entirely in the hands of the 
municipality which imposes the tax. 


It is difficult to ascertain what effect a hotel 
room tax would have on the occupancy rates of hotels in 
Metropolitan Toronto. In fact if such a tax were imposed 
in Metro under conditions existing in 1976, the results 
could be decidedly adverse if the tax rates were high, since 
Occupancy rates declined significantly after 1974.75 
Although this slump was attributed to the adverse economic 
conditions prevailing in 1975 and 1976 and an Over-supply 
of new hotel accommodations, it should be taken as an 
indication that all the ramifications of a hotel room tax 
must be studied in detail before such a tax is imposed. 
Specifically, a detailed analysis of the elasticity of 
demand for hotel accommodation would be necessary. 


It is possible that a hotel room tax in Metro- 
politan Toronto would cause visitors to this area to seek 
accommodations in outlying, non-taxed regions. This would 
necessitate their commuting into the Toronto area (assuming 
this to be their initial objective), thus increasing traffic 
congestion. This situation would cause the burden of the 
tax to be borne not only by the hoteliers deprived of 
business. The burden of the tax can also be said to. fall 
on users of vehicle routes which become congested because of 
such commuting. This, of course, is an extreme case; one 
which is unlikely to occur if the hotel room tax rate 
imposedis rather low perhaps in the order of five per cent, 76 
75 Gh : 

See: The Toronto Star, "Metro building boom is a bust 
in housing," Saturday, January 31, 1976, p. F4; The Toronto 
Star, "Why hotels are crying the blues,", Saturday, March 
20, 1976, p.l and Al2; The Toronto Stary SAarportistrip 
rides out the hotel slump," and "Hoteliers clamor for 
convention hall," Monday, March 22, 1976, p. C3; The 


Toronto Star, "Empty hotels: A look at the biggest losers," 
Tuesday, March 23, 1976. 


76 ‘ 
In fact, The Government of Manitoba has proposed the 


establishment of a 53 tax levy on hotel room use. See 


oo ae Edward R., 1976 Manitoba Budget Address, April 13, 
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On the efficiency side, it may be 
a hotel room tax would cause an Waar Apely se oe ee oe 
accommodations, since developers would see that such a tax 
would decrease the demand for hotel accommodations, and 
therefore, decrease the potential receipts from additional 
new hotel enterprises. Developers could conceivably shift 
investment away from hotels to some other form cf real 
estate. Also on the efficiency side, it may be conjectured 
that areas in which a hotel room tax is imposed would 
become less hotel-intensive while outlying, non-hotel-room- 
taxed areas would become more hotel-intensive (following 
from the earlier discussion of commuting tax-avoiders) . 
These two objections to a hotel room tax are perhaps the 
most serious ones that can be made on efficiency grounds. 
It 1S apparent, though, that for these arguments to be 
effective, the hotel room tax would have to be imposed at 
a fairly high rate (certainly above 53%). 


Table 11-17 sets out some rough estimates of 
the expected yield from a five per cent tax on hotel room 
accommodations for Metropolitan Toronto. Column 2 of 
Table 11-17 lists the number of hotel rooms available from 
1968 to 1976 and projects the number of rooms which will 
be available from 1977 to 1980.77 Colum 3 lists the 
occupancy rates obtained from Lowenthal and Horwath from 
1963sto April 30, 1976. The rate of .66 for 1976 was based 
on the trend set between April 30 and December 31, 1976. 
An occupancy rate of .70 was used for the years 1977 to 
1980, since this was considered to be the break-even 
occupancy rate for hotels. 


Column 8 of Table 11-17 indicates the potential 
yield from a five per cent municipal tax imposed on hotel 
rooms. In 1974 it was estimated that such a tax would have 
yielded slightly more than $6 million, whereas by 1980 it 
might result in almost $8.5 million. Once again, the revenue 
yield would be rather small, perhaps too small in view of 
the complaints and administrative hassles which might result 
from the implementation of such a tax. From 1968 to 1974, 
the existence of a hotel room tax in Metropolitan Toronto 
would have yielded approximately one-half of one per cent 
of the total municipal taxes collected in the Metro system, 


vi) Amusement Tax 


A tax on amusements and entertainments is_used 
by most provinces and many municipalities in Canada. 
The Ontario amusement tax is imposed under The Retail Sales 


TT Based on estimates in the Toronto Star, "Metro Building 
Boom is a Bust in Housing", Saturday, January 31 1S is; 
p. F4. It was assumed that the number of hotel rooms would 


not grow appreciably between 1976 and 1980, due to the 
apparent oversupply existing in-1076* 


78, -ovincial and Municipal Finances, 1975, Toronto: 
Canadian Tax Foundation, p. 105. 
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Tax Act as a separate rate. Some exemptions are allowed 
such as "..-.performances for Charitable, religious and 
educational purposes, for amateur athletic contests and 
eee eet Productions, and for agricultural and fisheries 
fanrs.” A large number of municipalities in Canada tax 
amusements indirectly through the sale of permits for the 


licensing of certain activities \e.9.. circuses, guke boxes, 
and bowling alleys). 


Ray While the province of Ontario has made no pro- 
vision for municipal amusement tax levies, other provinces 
have. For example, "the municipalities of Newfoundland 
Mave authority to impose a local amusement tax under The 
Local Government Act and The City of St: | John! seActes VAL 
the local level each council may determine the amount of 
the rate for different types of entertainment and resident 
and non-resident performers."80 Under Quebec's Amusement 
Tax Act, a 10 per cent charge is levied on admission charges 
to amusements. This tax "....is collected from the operators 
of amusement places by municipalities under the Supervision 
of the Department of Revenue."81 Saskatchewan allows its 
cities, towns and villages to "....-levy an amusement tax 
which may vary at council's discretion with the amount of 
the admission paid." 


Although revenue figures are not available for 
municipalities employing an amusement tax, it is apparent 
that a municipally imposed amusement tax is quite feasible. 
However, the Ontario Committee on Taxation has noted that 
"A specific tax on amusements and entertainment is impossible 
to support on grounds of equity. .. . And because the 
incidence of the tax is somewhat uncertain, particularly 
in relation to that part of the tax collected for admissions 
to amusements, the (amusement tax) cannot be justified 
on the grounds of ability to pay."83 


An amusement tax, if imposed at the municipal 
level in Metro Toronto, coyld not be depended upon to yield 
a very large amount of revenue. Indeed, total amusement 
tax revenue ‘for 1966 for all of Ontario under The Hospitals 
Tax Act amounted to just under $7 million, using the same 
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Ibid., pp. 105-106: 
Ibid., p. 106. 
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one ort of the Ontario Committee on Taxation, Vol. III, 
Toronto: Queen's Printer, 1967, pp. 286-287. 
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rate system which prevails today (i.e. 6 to 8 cents on 
admission charges in excess of 75 cents but not exceeding 

92 Cen ES a we trace 0 ee, cent charge on admission charges 
exceeding 92 cents).84 It is apparent also that some places 
of entertainment will avoid the tax, either through ignorance 
or delinquence, and the administrative costs He Gul red wean sea: 
improve collections could be prohibitive. If a municipal 
amusements tax were to be considered for the Metro area, 

it would have to be ascertained whether the benefits from 
net revenues from such a tax would outweigh the burden placed 
on consumers”and collectors of the tax. Certainly, such 
revenues would not relieve any significant pressure from 

the property tax burden on Metro residents. 


vii) Land Speculation and Land Transfer Taxes 
Sr Pie oe Ce oe ee ee 


The main purpose of the land Speculation tax 
is to discourage the purchasing or holding of land for 
Speculative purposes. A land transfer tax also serves to 
discourage speculation in the real estate market, although 
a land transfer tax is also aimed at generating revenues. 
The city of Halifax has a Deed Transfer Tax Similar to. ther! 
Ontario Land Transfer Tax.85 the importance of the land 
transfer tax relative to the land speculation tax in 
Ontario can be seen by the revenues provided by each in the 
. Years*l9 7374 “and YO74=75°, “Th 1973-74, the land transfer 
tax in Ontario yielded $45.8 million while there were no. 
revenues from the land speculation tax. In 19. 74—75,.,4<the 
land transfer tax yielded $48.3 million while the land 
Speculation tax yielded only $283,000 for Ontario. 86 
It is obvious, then, that if such taxes as these are imposed 
in the Metropolitan Toronto area (perhaps in the form of 
municipal surcharge on real estate transactions) the 
revenues to be expected form these taxes would be a small 
fraction of th2 above figures for Ontario. Unfortunately, 
the precise figures needed to make accurate estimates are 
unavailable. In spite of the fact that revenue generation is 
likely to be Minimal, it might be instructive to look at 
the more academic side of these taxes. 


The land transfer tax in Ontario was established 
in 1921 by The Land Transfer Tax Act. Under the Act, "Tax 
1S paid by every person who tenders for registration a 
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conveyance, deed, transfer or other instr 
whereby land is to be granted, assigned, 
wise transferred,"87 All land transfers to Ontario resi- 
dents "....are subject to a levy on the purchase price 

of 3/10 of 1 per cent up to $35,000, 6/10-of IY per” cent ‘on 
the remainder. On purchases of land by non-residents 

the land transfer tax is 20 per sapere: Of course, one 
important aspect of the land transfer tax is that revenues 
vary directly with changes in property values and the 
number of land transfers. 


ument in writing 
conveyed or other- 


The Ontario Committee on Taxation suggested 
in 1967 that land transfer taxes "....be abolished and that 
commissions charged for services by real estate agents be 
made subject to the retail sales tax."89 The reasons given 
were numerous. First of all, the Committee found the 
Ontario land transfer tax to be subject to "uncertainty 
and arbitrariness," following mainly from the actual 
wording of the’ act (e.g.°"....leases for a period less than 
a life-time (approximately 50-60 years) are not taxable, 
while those for a longer period are treated as taxable 
sales"), as well as the fact that tax treatment "varies 
from office to office."90 


The Committee noted that a land transfer tax 
is essentially regressive since, the "...values of homes 
in relation to incomes tend to decrease as income rises" 
although the higher rate for property in excess of $25,000 
in value may have "mitigated the regressiveness of the 
tax."91 


The Ontario Committee on Taxation found as well 
that “On.equity grounds it is impossible to justify, the 
land transfer tax," since most individuals purchase real 
estate (e.g. their first home) at a time when they have 
the least ability to pay.?2 Actual real estate purchases 
cannot be construed as reliable indicators of ability to pay." 


87 Report of the Ontario Committee on Taxation, Toronto: 
Queen's ‘Printer, 1967, p. 295. 


88, -ovincial and Municipal Finances, 1975, op.cit., pp- 104-105. 
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The Committee further notes that the land 
transfer tax "....is not an abundant producer of revenue..."23 
Furthermore, with regard to the Ontario land transfer tax, 
"Simplicity, clarity and certainty are not leading features 
of the tax because of the sometimes vague wording, and 
occasionally differing interpretations, of the rulings 
issued by the department, "94 


A serious drawback to all land transfer taxes 
in general is that they may help "....to destroy the market 
in central-city low-income housing structures and therefore 
(discourage) the socially beneficial transfer of these pro- 
perties to a new class of owners."95 A land transfer tax 
may thus accentuate urban deterioration, particularly..in 
a region where such transfer taxes exceed the standard 
provincial levies. Hence, a municipally imposed surcharge 
on land transfers may cause significant adverse effects in 
the central city, unless. the municipal transfer tax were 
to be provided on a pro rata basis to the municipality out 
of provincial land transfer tax revenues. This latter 
approach, however, would amount to a transfer from the 
provincial government to the municipality, and may therefore 
entail a lack of municipal control over both the tax levy 
and the disposition of the resulting revenues. Nonetheless, 
such a method would virtually eliminate administrative costs 
at the municipal level. If the land transfer tax were 
imposed at the municipal level and collected at the muni- 
Cipal level,administration costs would be substantial, 
particularly in relation to the revenues obtained. These 
revenues would necessarily be unimpressive because of the 
necessity to keep the municipal rate low (around one half 
of one per cent of the value of the property transferred. 
as in the Halifax deed transfer tax scheme) for the sake of 
neutrality. Theadministrative costs must be necessarily 
high because of the need to interpret the many ambiguities 
which would arise in the application’ of the: tax. 


A land speculation tax, while perhaps consistent 
with the equity principle (since Speculative real estate 
transactions made by an individual are generally valid 
indicators of ability to pay), has many of the disadvantages 
of a land transfer tax, as well as the distinct disadvantage 
of low revenue generating potential. 


The Land Speculation Tax is new to Ontario, being 
enacted on April 10, 1974, Specifically;: thestax is imposed 
Nes son the increase in value realized on the sale of 
designated real Property in Ontario other than resource 
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property, i.e., on the difference between the proceeds of 
disposition and its fair market value on APL -Oo rer oye. aye 
its actual cost if acquired after that date, less eligible 
deductions for capital improvement costs and carrying 
charges." The tax was originally imposed at the rate of 
50 per cent but this rate was reduced to 20 per cent 
retroactive COP April “04 “19940 -) the revenue generated by 
this tax is to be shared with Ontario municipalities 

(which receive 50 per cent of the total revenues) .97 

With the low revenue yield and with the province of Ontario 
sharing revenues from the Land Speculation Tax with the 
municipalities of Ontario, it is very doubtful that it would 
be worthwhile to consider levying such a tax at the municipal 
level in Metro Toronto unless the motive were only to 

curb local speculation and increases in house prices. 
Administrative costs would probably approach those of a 
local land transfer tax even though revenues from a local 
land speculation tax might not be more than approximately 

-6 per cent of revenues from a local land transfer tax 
(based on the ratio of 1974-75 Ontario Land Speculation 

Tax revenues to 1974-75 Ontario Land Transfer Tax revenues) .98 


With most land transfer and land speculation 
taxes, there is a great tendency to impose higher rates 
of tax on foreign investors e.g. to Ontario Land Transfer 
Tax. The implications of these higher rates are great, 
particularly in’ the ‘Canadian’ context." For instance, 1f such 
a differential does exist, it may be necessary to have an 
exemption sttucture for non-resident citizens.99 The 
administrative complexities of such exemptions would be | 
great since they would "....depend upon actually accomplishing 
the intentions."190 a system of deferred exemptions, such 
as those contained in Quebec's land transfer tax to foreigners, 
has the effect of influencing selling prices, such that 
" .... a buyer facing a deferred exemption would also lower 
his offer for a property in the event that circumstances 
beyond his control eventually made him liable for the tax. 
If it turned out he did not have to pay the tax, then 
he would have purchased the property at less than market 
value at the expense of the seller."101 tit is interesting, 
and perhaps instructive, to note that the Quebec scheme 
is only expected to produce $2 million in revenues. 
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Hence, it is apparent that the land transfer and 
land speculation taxes each have a number of serious flaws; 
the former with its adverse equity aspects, and the latter 
with its adverse neutrality and efficiency aspects. Both 
a land speculation and a land transfer tax, if imposed at 
the local levei (i.e. in Metropolitan Toronto), could be 
expected to have adverse effects on the real estate market 
in Toronto by turning away new residents and industry and 
by indirectly contributing to deterioration in the poorer 
areas of the city. Finally, neither tax yields much revenue. 


viii) Municipal Lotteries 


The only persuasive reason for the existence 
of government operated lotteries: is that lotteries provide 
a quick source of revenue. The advantages of a lottery as a 
revenue source are not only the fact that the revenue is 
quickly obtained, but that the revenue is obtained from the 
public with their full consent, since participation in 
lotteries is voluntary. Another major advantage of a lottery 
is that it is a politically neutral revenue generator 
(this follows from the fact that entry is voluntary) .© The 
disadvantages of a government lottery might be summarized 
as follows: 1) revenue yield is not necesssarily stable, 
2) it is not always obvious how the money generated by the 
lottery should be used, 3) tax concessions (e.g 5, taxvitee 
prizes) may be necessary in order to attract participants; 
and, 4) consumer expenditures may be diverted from other 
types of consumption by the lottery, thus decreasing tax 
revenues from these other sources, 103 Perhaps the main 
objection to goyernment-operated lotteries is the objection 
to the state's taking advantage of the gambling instincts 
of the citizens; the question is asked "Is it morally right 
to entice people to gamble?" The question is even more 
relevant when it is known that the odds are decidedly 
against the participant. The odds must be in the government's 
favour if it is to make any money. 


The Canadian experience with lotteries, judging 
by the success of such lotteries as the Olympic Lottery and 
the Wintario Lottery,has been quite remarkable. Commonly 
described as a "bonanza," the Olympic Lottery yielded 
about $225 million in revenues, an amount significantly 
in excess of the initially expected $32 million,194 ‘the 
Wintario programme is also expected to generate about $60 
million annually. 
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__it is obvious that if a municipal lottery were 
to be considered for the Metropolitan Toronto area, the 
effects of the Olympic and Wintario draws and more recently, 
the Loto Canada project, would have to be considered. In 
addition, several provinces are planning an inter-provincial 
lottery "which would divvy up the money on the basis of 
net revenue raised in each province."105 Both Loto Canada 
and this interprovincial lottery Plan to have $19 tickets 
and $1 million prizes, 106 Hence, a Metro lottery would, 
in all Like linood,».find: dit necessary to offer, tickets 
priced in the one-dollar range, which would therefore 
compete with the Wintario tickets. Such tickets are generally 
more appealing because of their low price, and large revenues | 
might be expected from sales of such tickets to impulsive 
shoppers. Further, people in the Metro area might prefer 
Metro lottery tickets over Wintario tickets, in view of the 
fact that the revenues from the former might possibly result 
in more immediate benefits to Metro residents. But sales 
in other municipalities may be low for the same reason 
(i.e. residents of other municipalities may see no point in 
providing revenues for Toronto). It is altogether a matter 
of conjecture to attempt to ascertain what revenues a iottery 
for the Metropolitan Toronto area might generate. It might 
be quite optimistic to expect that the people of Ontario would 
split their expenditures evenly between Wintario and Metro 
lottery tickets {assuming both to be in the same price 
range). It would seem to be more reasonable to expect Metro 
lottery tickets sales tc amount to considerably less than 
half the present Wintario sales (assuming similar prize 
schemes and distribution areas). 


It must be expected also that the costs of ad- 
ministering a municipal lottery would be high. As the 
Ontario Committee on Taxation noted, "Growing revenue 
demands and interprovincial competiticn might force more 
active promoticn of lotteries, a process aimost certain to 
be expensive. The cost of ensuring honesty in a lottery is 
in any event appreciable, and doubtless tends to rise more 
than proporticnately as the seh of draws and the 
number of ticket outiets multiply."1 ty 


Hence, although a lottery for Metropolitan 
Toronto, like all lotteries, may violate the equity and 
neutrality principles, it might prove to be a reasonably 
lucrative source of revenue for Toronto, if it were to be 
based on province-wide distribution of sales. Based on very 
crude estimates, such a lottery, if similar to the Wintario 
scheme, might generate revenues for Metro Toronto in the 
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neighbourhood of $20 million per year, which would amount 
to roughly 4.0 per cent of property tax revenues for Metro 
Toronto. One can only guess at this figure, since it is 
completely unknown how the market for lottery tickets in 
Ontario is apt to be divided if Metro Toronto were to 
enter the lottery field. 
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CHAPTER 12 


SUMMARY OF REVENUE ANALYSIS 


As distinct from Part II of this study where 
expenditures were projected up to 1980, no similar pro- 
jection of revenues was made. Such a projection would have 
been meaningless for two reasons. First, a large portion of 
municipal expenditures are effectively committed for a 
number of years. The municipalities calculate the amount of 
revenue they can obtain from grants, licenses, permits, 
etc. and in general the residual is covered by the property 
tax. While grants have covered an increasing percentage 
of municipal expenditures and property tax revenue a de- 
creasing percentage from 1968 to 1974 (Table 9-2), it is 
far from certain that this pattern will continue in the 
future. Second, and perhaps most important, a number of 
changes in the property tax are expected as a result of 
the Report of the Commission on the Reform of Property 
Taxation in Ontario. This precluded any realistic analysis 
of revenue yield from the property tax. Although it could 
be argued that total projected revenues must match total 
projected expenditures, it was not clear how the composition 
of this total would be determined between grants, taxes, 
etc. for the period 1975 to 1980. Hence, the exclusion of 
future projections. 


While a detailed review of the material presented 
in Part III would be redundant, a quick presentation of the 
relative importance of the various revenue sources might 
be useful. Briefly, conditional and unconditional grants 
have been accounting for an increasing percentage of total 
municipal revenues while total municipal taxation has been 
accounting for a smaller percentage. A review of these 
grants reveals that unconditional grants have increased 
substantially while conditional grants have remained fairly 
stabie. Thus, the rising importance of total grants in the 
municipal revenue picture is due mainly to increased un- 
conditional grants. 


Chapter 10 assessed the existing revenue sources 
and chapter 11 evaluated a number of alternative revenue 
sources along with their potential yield. It was concluded 
that a municipal income tax, in the form of a surtax on the 
existing income tax base, would provide the greatest amount 
of equity, create the fewest number of distortions and cer- 
tainly be no more expensive to administer than the other — 
alternatives considered. Table 12-1 illustrates the possible 
yield from five alternative revenue sources for which 
estimates of potential revenue were caleulated. = It 3 
important to note that the municipal rate ‘structure under- 
lying the revenue estimates in Table 12-1 is fairly low. 
This is because it was assumed that higher rates would lead 
to attempts to avoid the tax. Table 12-1 indicates 
that the municipal income tax has the greatest potential 
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as an additional revenue source. In fact, a modest municipal 
income tax (1 per cent surtax on the existing income tax 
base) would have yielded an amount of revenue equal to 
between 17 and 20 per cent of the total municipal revenue 
collected in each of the three years studied. A municipal 
Sales tax was next in revenue potential with the remaining 
three (motor vehicle license fees and road user charges, 
liquor tax and hotel room tax) falling some distance behind 
in terms of their potential yield. 


All things considered, if the implementation 
of an alternative municipal revenue source for Metro- 
politan Toronto is to be considered, it appears that the 
municipal income tax is the most reasonable and logical choice. 
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CHAPTER 13 


INTRODUCTION 


Fiscal imbalance at the local level can be 
defined in two ways. The first involves a comparison of 
total local government expenditures and total local govern- 
ment revenues from all sources except borrowing. The 
second type of fiscal imbalance differs from the first in 
that it excludes transfers from the senior levels of govern- 
ment as well as local government borrowing. In both cases, 
total municipal government expenditures include all current 
expenditures. l 


While each of these definitions serves a specific 
purpose, this study uses the latter; that is to say, we are 
interested in viewing the difference between local expenditures 
and local own source revenues. This measurement indicates 
the degree to which local governments can finance their own 
expenditures without relying on grants from other govern- 
ments. The first of the two measures outlined above stresses 
the size of government deficits and the associated problems 
of debt management and the costs of servicing the debt. 
However, since deficit budgeting for municipalities is 
forbidden by law in Ontario, this precise measure of fiscal 
imbalance is somewhat meaningless at the local level. In 
this section of the study, chapter 14 reviews the actual 
imbalance, or lack of it, in the entire Metro system, 

Metro alone and the sum of the area municipalities. Chapter 
15 summarizes the imbalance and provides some general comments — 
on the possible methods of eliminating such an imbalance. 


ee 


ee a discussion of fiscal imbalance, see W. Irwin 
Gillespie, "The Municipal Fiscal Dilemma: An Examination 
and Analysis of Municipal Financial Problems," in 1973 


Conference Report, Toronto: Canadian Tax Foundation, 
November 1973, pp. 561-590. 


edge 
CHAPTER 14 


FISCAL IMBALANCE IN METROPOLITAN TORONTO 


The Chiefi Administrative Officer's Department 
of Metropolitan Toronto has observed that Metro's gross 
expenditures have been increasing “<o/>. abnorhabiy *fast 
while revenues are increasing very little;"1 The Department 
has reported that "....inflationary influences have caused 
very Significant cost increases for labour (30 per cent - 
1970 to 1974), material (asphalt 105 per cent - 1973 to 
1974, fuel oil 100 per cent - 1973 to 1974), and other 
inputs (desks 69 per cent - 1973 to 1974, data processing 
cards 110 per cent - 1973 to 1974). At the same time re- 
cession related influences such as unemployment act to increase 
costs in certain areas of municipal government. Expenditures 
on functions such as social services are_increasing (17 
per cent in 1974, 31 per cent in 1975) ."2 However, revenues 
from the property tax remain "....virtually constant because 
the existing assessment and taxation system is not capable 
of capturing any return from increased property values ... 
assessment in Metro Toronto grew by only 4.2 per cent, 
3.8 per cent, 3.5 per cent in the’years 1974 to 1976, 
respectively, while property values showed tremendous 
increases over the same time period."3 


The Department has noted further that upper- 
tier municipalities (such as the Municipality of Metro- 
politan Toronto) have undergone more harm to their fiscal 
position than other municipalities. This is the result of 
",....the adverse effect on revenues of the unpredictable 
and decelerating provincial transfers used primarily for 
large expenditure 'people' services that have been assigned 
to the upper tier. At the Metro level these transfers are 
particularly important in the three expenditure areas of 
police, T.T.C. and social services which in total account 
for some 70 per cent of the Metro Budget."4 


In order to assess the significance of the 
comments made in the preceeding paragraphs, some evidence 
of the fiscal imbalance which existed in Metro alone, the 
total of the area municipalities and the Metro system from 
1968 to 1974 is required. 


lonief Administrative Officer's Department, Toronto, 
Influences on Metro's Budgeting Process, Toronto, June 4, 
1976, p. 4. This refers to Metro alone. 
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Table 14-1 provides information on the fiscal 
imbalance? in Metro alone (with and without the provincial 
grant for education), the Metro system (with and without 
the provincial grant for education), and the aggregate of 
all the area municipalities. Excluding the provincial 
grant for education, the fiscal imbalance for Metro alone 
increased from a level of $43,506,000 in 1968 to a level of 
$130,993,000 in 1974 or by 201 per cent. Since part of this 
increase may be attributed to the fact that the number of 
households increased over this time period, a better com- 
parison could be made by referring to increases in the per 
household figures. Per household fiscal imbalance in Metro 
alone,rose, from $73.99 in-1968 -to $177 s00%in 19:74, van & ncrease 
of 139 per cent. Similar rates of increase took place for 
the Metro system as a whole. For example, the total fiscal 
imbalance increased from $38,246,000 to $139,933,000, an 
increase of 266 per cent, while the per household fiscal 
imbalance grew from $65.04 to $189.16, an increase of 191 
per cent.® The fiscal imbalance of the area municipalities 
aS a group provides some rather interesting information. For 
example, in 1968, 1969 and 1970, their own source revenue 
exceeded expenditures, i.e., Own source revenues of these 
municipalities were more than enough to finance their 
total expenditures.While ‘this situation has reversed itself 
and imbalances have grown since 1971, these are small 
compared to Metro's imbalance. 


From this, one can conclude that the fiscal 
imbalance in the entire Metro system is primarily created 
by the imbalance existing in Metro alone. In 1974, the per 
household fiscal imbalance of $189.16 was composed of 
$177.00 at the Metro (alone) level and $12.16 at the area 
municipality level. On the other hand, 1968 is notable in that 
the $65.04 imbalance consisted of $73.99 by Metro (alone) 
and a positive balance (i.e. own source revenues exceeded 
expenditures) of $8.95 at the area municipal level. 


>The fiscal imbalance is defined as expenditures less own 
source revenue. Own source revenue includes revenue from 
taxes,grants-in-lieu of taxes, and other revenue. It ex- 
cludes conditional and unconditional grants from a senior 
level of government (i.e. federal or provincial). While 
grants-in-lieu of taxes are also paid by a senior level of 
government, they are included in own source revenue since 
they are similar to taxation revenue in that they are 
intended to compensate, in full or in part, for taxes that 
would be payable if federal or provincial property were 

in private hands. 


Omable 14-1 also illustrates the fiscal imbalance when the 
provincial grant for education is included. For example, 
the total fiscal imbalance in Metro alone rose by 146 per 
cent from 1968 to 1974. The corresponding per household 
increase was 95 per cent. In the entire Metro system, the 
increase in the total fiscal imbalance was 164 per cent 
while the per household increase was 110 per cent. 
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Alternatively, one might view the figures in Table 14-1 

in the following manner; the per household figures reflect 
the amount of extra money which each household would have 
had to pay if Metro and the area municipalities were to 

be self-sufficient in terms of own source revenue (ya Se 
they were to have been able to get along without contri- 
butions from other governments). For the Metro system, 
that would have amounted to $65.04 in 1968 and $189.16 in 
19°74 


Finally, it would be useful to analyze the 
imbalance as a percentage of total municipal expenditures. 
Table 14-2 does this over the time period under consideration, 
Clearly the relative importance of the fiscal imbalance has 
risen. In fact, it has increased for Metro alone from 24,7 
per cent of expenditures in 1968 to 34.6 percent} in?’ 1972 . 
Similarly, the Metro system's imbalance has risen) from 17.4 
to 26.6 per cent over this same period. As far as the area 
municipalities are concerned, the figures have changed from 
a positive balance of 3.1 per cent in 1968 to an imbalance 
Of B21 percent an 1972 


The short-fall of own source revenue ( which is 
the fiscal imbalance where it exists) must be covered by 
conditional and/or unconditional grants from the senior 
levels of government. Table 14-3 provides a comparison 
between per household grants and the per household fiscal 
imbalance which existed for three years, namely 1968, 1971 
and 1974. In Metro alone, per household grants were not 
sufficient to cover the fiscal imbalance in 1968 and BSS BI be 
whereas in the entire Metro system per household grants 
exceeded the corresponding fiscal imbalance in each of the 
years studied. In fact, the net revenue of the entire Metro 
System in 1974 was almost $21 million, i.e. the entire 
Metro system generated almost $21 million more in revenue 
than was required to finance current expenditures. Ona 
per household basis the net revenue in the entire Metro 
system was $28.15 per household. Of the total net revenue 
of $21 million, it is useful to note that Metro,alone incurred 
a shortfall of $4 million while the area municipalities (in 
aggregate) had excess of $25 million. 
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Table 14-3 


A_Comparison of the Per Household Fiscal Imbalance 


And Per Household Total Grants for 1968, 1971, 1974 


aE NaS ES 


Fiscal Total Fiscal Total Fiscal Total 
Imbalance Grants2 Imbalance Grants Imbalance Grants2 


Metro Alone $205.30 | $201.09 | $328.16 | $328.37 | $400.87 | $395.57 


Area Municipalities ( 8.95) 28.53 12.16 45.55 


Metro System? 196.86 356.901 $412.95 441.10 


‘ede obtained from Table 14-1. 
-bata obtained from Appendix K. 


Includes the provincial grant for education. 


Source: Table 14-1 and Appendix K. Figures in brackets indicate that own 
source revenues exceed expenditures. 
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CHAPTER 15 


SUMMARY OF FISCAL IMBALANCE 


While Table 14-3 illustrated that the Metro 
system obtained more revenue than was required to meet 
its expenditures for the three years listed, the same 
table pointed out that Metro alone, in two of the three 
years, actually received less revenue than required in order 
to finance necessary expenditures. What is the cause 
of this imbalance? 


Professor I. Gillespie’ has suggested that as 
long as taxpayers are mobile, any attempt by municipalities 
to improve their imbalance position will be futile, since 
those affected will flee from areas with a fiscal-imbalance- 
induced undersupply of public goods at the local level and 
move to areas with a better supply of public goods, relative 
to tax payments in both areas. The solution to such a 
fiscal imbalance might consist of "....(1i1) some form of 
revenue-sharing among the levels of government, or (ii) 
an institutional mechanism of unconditional grants from the 
level of government best able to administer the appropriate 
tax instruments to the level of governments experiencing 
difficulty in financing its expenditures and constrained 
by interlocal tax competition in the independent options 
open’ to Tt." 


James A. Johnson sees the fiscal imbalance at 
the municipal level as a result of "....constitutional, 
political and administrative constraints on the revenue 
side of the budget."2 Johnson notes that the British North 
America Act prevents provincial and local governments from 
using indirect taxation, and also allows provincial govern- 
ments to control local governments. The provincial govern- 
ments, in turn, do not allow local governments to levy 


Tes Gillespie, "The Municipal Fiscal Dilemma: An 
Examination and Analysis of Municipal Financial Problems", 


1973 Conference Report, Canadian Tax Foundation, November 
1973, Toronto, Ontario, p. 574. These attempts to improve 


their position include increased short-term borrowing to 
finance expenditures, increased tax rates on existing 
tax sources, and a quest for new tax sources such as a 
municipal salés tax, income tax, etc. 

8ipid., p. 574. 
9 James A. Johnson, “The Municipal Quest for Additional 
Revenues: Implications for Urban Growth and Urban Develop- 
ment in Canada", in Local Government Studies, January 19-75, 


Dp. Go. 
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direct taxes which will yield large revenues (such as 

retail sales taxes and income taxes). Hence, the local govern- 
ments are left with the two main local sources of income: 
property taxes and user charges, each of which has been a 
non-growth revenue source. Fiscal imbalance results be- 

cause these revenue sources "....tend to grow more slowly 

than family ineome" while "the demand for local services.... 
more than keeps pace with income."10 


Johnson notes several possible methods of 
alleviating the fiscal imbalance problem at the local level 
in Canada. One of these is to shift some expenditure 
programs presently undertaken by local governments to higher 
levels of government.1l1 The types of expenditures to be 
included under this scheme would be those which produce 
Significant beneficial spillover effects and also are subject 
to economies of scale in production (e.g. highways and 
waste treatment). Johnson notes that "The case for a DrO- 
gram to be undertaken by a local government is greatest where 
there are diseconomies of scale and few spillovers (e.g. 
recreational services for local residents) ."12 


While there are no simple solutions to the 
problem of fiscal imbalance, other solutions which might 
be considered include improvements in the property tax 
to increase its revenue yield, greater use of the property 
tax, greater use of user charges at the local level, the 
use of a local income tax, sales tax, motor vehicle license 
fees, hotel room tax, and liquor tax. Most of these were 
discussed in Part III. 
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CHAPTER ..L6 


CONCLUSION 


The expenditure analysis (section II) indicated 
that expenditures in labour intensive services have been 
increasing at a much faster rate than expenditures on other 
Services and will continue to do so in the future. As 
well, most of these services (e.g. transit and police) 
are the responsibility of the upper-tier level of government. 
While one might suggest that certain expenditure functions 
be eliminated, this is the responsibility of the elected 
representative. Instead, we have made some suggestions 
in our financial management section for evaluating and 
perhaps controlling expenditures in a more effective and 
efficient manner. Consequently, then, we have accepted the 
past expenditure levels and used them as a basis for pro- 
jecting future expenditures. 


The revenue analysis (Section III) examines 
total revenue and its composition for each of the munici- 
palities along with the overall total for each of the 
years 1968 to 1974. Grants as a per cent of total revenue 
have increased in each of the area municipalities with the 
exception of North York where there was a marginal decrease. 
In Metro alone, total grants (conditional and unconditional) 
were almost three times as important in 1974 as in 1968 
in terms of their contribution to Metro's revenue. For the 
entire Metro system, grants were roughly twice as important 
in 1974 as in 1968. At the same time, total taxes as a 
per cent of total revenue declined for the City, OfetToron bo 
and the five boroughs, except for East York, where the 
increase was extremely small. Metro alone showed a signi- 
ficant increase in the percentage of its total revenue which 
came from taxes. Specifically, tax revenue accounted for 
60 per cent in 1968 and 78 per cent in 1974. For the Metro 
system, taxes fell in terms of their relative contribution 
from 83 per cent to 74 per cent. Grants-in-lieu of taxes 
and other revenue accounted for the remainder of the total 
revenue. Their contribution remained fairly constant over 
the period analyzed. 


Section IV reviewed the overall financial picture 
and analyzed the fiscal imbalance which existed from 1968 
to 1974. It is not feasible to estimate the, fiscal »im- 
balance which might be expected to exist in the future, 
since changes in the property tax are expected. On the 
other hand, according to local politicians and administrators, 
there is considerable concern about the ability of 
municipal government to meet future expenditures and 
this concern appears to be well-founded. 
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What then can be done? It seems that either one 
or a combination of the following approaches can be taken. 
First, the municipalities' own source of revenue, primarily 
property tax, could be increased and improved. Second, 
an alternative source (or sources) of revenue (excluding 
grants) could be assigned to municipalities. Third, some 
expenditure function(s) could be curtailed or transferred 
to a more senior level of government. Fourth, grants 
could be increased. 


=) Property Tax 


Much of the current criticism of the property 
tax revolves around the argument that it is an inelastic 
source of revenue for the local municipalities. That iS; 
as expenditures rise, the yield from the property tax 
does not increase correspondingly with the result that 
the gulf between own source revenues and expenditures 
increases, The difference is covered by grants from the 
provincial government, The main weakness in this argument 
is that there is nothing inherent in the property tax 
which implies that it must be a slow growth tax. Instead, 
this problem has arisen because the assessed value of 
properties has not kept up with market value. Indeed, 
more frequent assessment based on market value would make 
the property tax a much more attractive source of growth 
revenue than at present. Table 16-1 gives the average 
price of houses in the Metro system for the years 1968 to 
1976, Column 3 of this table provides an index showing 
the rapid and substantial increase in the average price 
of houses over this same period. Table 16-2 shows the 
average assessment per household in Metro. As one can 
readily observe, the average assessment has hardly changed 
from 1968 to 1974. Indeed, when comparing this table with 
Table 16-1, one notices that housing prices on average rose 
by a factor of 1.975 from 1968 to 1974 while all household 
assessment on average fell by’ a factor of 2046" (trom 4200" 1n 

1968 to .954 in 1974) over’the same time period. 


Table 16-3 provides two estimates of residential 
property assessment based on the assumption that residential 
property assessment would be directly related to housing 
prices. Table 16-4 illustrates the potential property 
tax yield which might have been obtained if property assess- 
ment had been adjusted as outlined in Table 16-3. 

Column 3 of this table provides an estimate based on the 
assumption that the mill rate remains fixed at the 1969 
mill rate, with any increase in per household tax revenue 
coming from an increase in assessment alone. Column 4 
provides an estimate of the yield per household of one 
mill of property tax. From this, the residential property 
tax revenue per household from a given mill rate can 

be determined by multiplying the mill rate by the numbers 
in column 4 to obtain the potential revenue yield. 
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table 16-1 


Average Housing Prices in Metrol 


Average Index of Hous=- 
Pricel ing Prices? 


(2) (3) 


1968 $26 7132 


1969 20 ¢.9 51 


1970 29,492 


O71 30,426 
L972 S2aL3 
1973 40,605 
1974 52,806 
e915 5) ool 


1976 (first 60,955 
5 months) 


source: Toronto Real Estate Board. 


the Index is calculated from the figures in colum 2. 
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Table 16-2 


Average Residential and Farm Assessment 


Per Household in Metro 


Residential and Average Index of 
Farm Assessment Assessment Average 
Per Household 
Householal Assessment 


(3) | (4) (5) 
588,020 $2,968,832,670 $5,048.9 


597,719 2,864,374,622 ARID2Z. 2 


649,019 3,005,890,032 4,631.4 
6637557 3,234,094,000 4,873.9 
693,028 | 3,385,840,000 4,885.6 
689,550 3909 (223,000 Dp Lol YF 


740,091 | 3,563,448,000 4,814.9 


+ Column 3 divided by column 2. 


2 3 : 
The index is calculated from the figures in column 4. 


Source: Figures in columns 1 and 2 were obtained from Municipal 
Financial Information, 1973, 1974 and Summary of 
Financial Reports of Munici alities, 1968, 1969, 1970, 
1971, 1972, Toronto, Queen's Printer. 
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Table 16-3 


Estimated Residential Property Assessment in Metro 


Estimate A of Estimate B of 
Residential Residential 
Property nS Sessvent Property Assessment 
Per Household Per Household2 


(2) (3) 


$ 5,048.9 
5,462.9 $ 5,048.9 
5,568.9 5,462.9 
5,745.6 579682 9 
6,139.5 5,745.6 
7,669.2 6,139.5 


9,971.6 7, 66952 


lassessment figures in this column are taken from column 4, 
Table 16-2 and multiplied by the index of column 3, Table 16-1 
to yield assessment per household on the assumption that 
average assessment per household increased at the same rate 


as housing prices. 


2 : ; 
Assessment figures obtained on the assumption that 


increases in assessment per household lag behind housing 
price increases by one year, that is, the increase in 
assessment from 1973 to 1974 is in proportion to the 
increase in housing prices from 1972 to 1973. 
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It still remains for us to compare the property 
tax yield from a particular mill rate under both the present 
(column 4, table 16-2) and a growing assessment base 
(column 2, table 16-4). Table 16-5 does this. Column 8 
provides an estimate of the increase in property tax 
revenue resulting from a rate of one mill for each of 
the years 1969 ‘to 1974... To obtain the difference-in 
total revenue from the two assessment (tax) bases, one 
could simply multiply the figures in column 8 by the mill 
Hacer. 


One of our objectives in this section is 
to assess the way in which municipalities might have 
increased their own source revenue. Column 2 of table 
16-6 indicates the increase in total revenue from a 
rate of 1001 mills on a growing assessment base. Columns 
5 and 6 provide estimates of the per cent of fiscal 
imbalance which could have been covered by our expanding 
assessment base. Column 5 illustrates the per centYor 
fiscal imbalance which could have been met if the 
provincial grant for education had been excluded from 
Our expenditure figures. If the provincial grant; for 
education is taken into account, then a much smaller 
percentage of the fiscal imbalance could be met. This 
is shown in column 6. In 1974, for instance, the total 
fiscal imbalance, excluding the provincial grant for 
education (column 5), could have been more than met if 
the value of the assessment base had reflected increases 
in housing prices. If the provincial grant for education 
had been included (column 6), almost 70 per cent of the 
revenue shortfall could have been covered. While in each 
of the other years the total fiscal imbalance could not 
have been covered to the same extent, a significant portion 
could have been offset by this increase in the value of 
the assessment base, 


Although the above discussion provides a 
strong argument for greater use of the property tax 
and offers a rough estimate of the revenue shortfall 
which might have been covered, the analysis only deals with 
the residential portion of the property tax and not with 
the property tax as applied to commercial and industrial 
property. We were unable to obtain sufficiently accurate 
data to undertake a similar analysis for these properties, 
but it is our impression that if they were taken into 
account, the total increase in the property tax base would 


The rate of 100 mills was chosen to illustrate this 
example. The actual average mill rate per household in 
Metro in each of the years 1969 to 1974 was, by our 
calculation, 86.43, 93.72, 84.48, 103.0, 99.09, 106.81 
respectively. 
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Table 16-4 


Estimated Property Tax Revenue Per Household in Metro | 


Estimated Resi- Estimated Pro- | Property Tax Yield 

dential Property |perty Tax Revenue Per Household 

Assessment Per Per Household2 From a Mill Rate 
Household of One3 


$ 5,048.9 $436.38 
5,462.9 472.16 
5,568.9 481.32 
5,745.6 496.59 
6,139.5 530.64 


1,669.2 662.85 


eolumn 3 of Table 16-3. Column 3 was chosen instead of column 2 
because it was felt that these figures were based on a more realistic 
assumption. 


This column is based on the assumption that the mill rate for each 
year was fixed at ‘the mill rateuexisting.in.196d. This was obtained 
by dividing the average property tax per household by the average 
assessment per household and multiplying by 1000. 


3Rased on the same assumption as in column 3. If one wanted to 
calculate the total revenue, one could simply take the mill rate 
and multiply the figures in this column by the mill rate- to yield 
the total revenue per household. 
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Table 16-6 


Additional Total Residential Property Tax Yield in the Metro System 


Additional Total 
Residential 
Property. Tax 


Yield on the New 
Assessment Base 


from a Tax Rate 
of 100 Mills! 


(2) 


(000) 


$15,541 
53,869 
46,449 
59,600 
67,576 


211,666 


Tota] 
Fiscal 


Imbalance2 


(000) 


$48,021 
54,363 
80, 409 
86, 803 
UW Ae oH 


EE PE BS) 


Total 
Fiscal 


(000) 


$134,565 
157,574 
220,848 
240, 153 
275,769 


305,620 


Imbalance 


Additional 
Revenue As a 
Per Cent of 

Fiscal 

Imbalance 


Additional 
Revenue 
As a Per 
Cent of 
Fiscal 

Imbalance? 


(5) (6) 


"These figures were obtained by multiplying the figures in column 8 of Table 16-5 


by 100. 


2Figures obtained from Table 14-1 excluding the provincial grant for education. 


Figures obtained from Table 14-1 including the provincial grant for education 
{row 5 of Table 14-1). 


4 


Column 2 as a per cent of column 3. 


Column 2 as a per cent of column 4. 


aad Oat 


be substantial. For example, total commercial and 
industrial property taxes as a percentage of total 
residential property taxes amounted to 70 per, cent, ror 
1968; 68 per cent for 1969; 70 per cent’ for 1970. 

74 per cent for 1971; 63 per cent for 1972; 61 per cent 
for-1973; -64- perrcent—-for—1974< 


A further way of evaluating the scope for 
increasing property taxes is to compare their increase 
with the increase in disposable income over the same time 
period. Table 16-7 provides this comparison. Per house- 
hold disposable income rose by almost 45 per cent2 while 
per household residential property tax increased by 
only 11 per cent, a considerable difference in the rate 
of increase. Clearly, then, if one argues that residential 
property taxes should be related in some crude way to 
income, then one can easily argue that property taxes 
could have risen considerably more than they actually did. 


Several other points should be Made, First, 
one of the criticisms of the property tax has always been 
that it is highly regressive but given the existence 
of the property tax credit in Ontario, recent empirical 
work on the incidence of the property tax simply does not 
Support the claim of regressivity. 


A further and somewhat related argument 
against the property tax revolves around the notion that 
if property taxes increase, low income earners will be 
unable to meet their property tax payments. While this 
is a serious problem, we do not believe that a tendency 
to hold down property taxes in order to re-distribute 
income is either effective or efficient. Low property 
taxes tend to benefit high income earners more than low 
income earners. Since it is frequently the high income 
earner who is able (through one device or another) to escape 
income tax and since a fair amount of this income is often 
converted into property, we feel that a more extensive 
use of the property tax would capture some of this 
untaxed income. In order to offset the higher property 
taxes on the low income earners, a form of credit geared 
to income, such as the Ontario property tax credit, 

Or outright cash grants (from either the municipality 
Or a more senior level of government), particularly for 
Pa Ene. cela leo oy | 


2ny way of comparison, per capita disposable income rose 

by almost 62 per cent from 1969 to 1974. Average individual 
income in Metropolitan Toronto as reported in Taxation 
Statistics (published by Revenue Canada and based on 

income tax returns) increased by more than 55 per cent 

over the same time period. 


466 chapter 10. 
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Table 16-7 


A Comparison of Per Household Disposable Income And 


Per Household Residential Property Taxes In The 


Metro System, 1969 to 1974 


Per Household Per Household 
Disposable Residential 
Income! | Property Taxes 


Say 220 
9,184 
10,683 
N.A. 
12a cay 


Sige 


N.A. - not availabie 


leaiculated from data in The Municipality of Metropolitan 


Toronto: An Economic and Financial Survey, Corporation of 
Metropolitan Toronto, Toronto, September 1975, p. 9. 


-pata obtained from the last row of Table 9-5. 
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those people whose incomes would not be large enough so 
as to benefit from a property tax credit, would assist 
those in need more efficiently and equitably. 


ii) Alternative Revenue Sources 
eS SSS eS 2S Seve WOULCe Ss. 


One further way in which the Metro system's 
Own source revenues might be increased is by opening 
up new revenue sources. 


Since our ability to predict the future 
fiscal imbalance is limited, we are left with the task . 
of analyzing the extent to which the imbalance in the past 
might have been covered if a number of alternative muni- 
cipal taxes had been in existence from 1969 to 1974. 


Chapter 11 discussed the implications of 
introducing a variety of different municipal taxes, but 
a few additional points should be mentioned. It is not 
our intention to advocate the introduction of one or 
more of these taxes. We realize that there are advantages 
and disadvantages to each. But it is necessary to outline 
some of the practical concerns which must be faced if 
they are to be seriously considered. 


First, there is a problem of spillovers if 
one municipality imposes one of these taxes while adjacent 
municipalities do not. For example, if a municipal 
motor vehicle tax is imposed on residents of Toronto, 
will this cause residents to purchase their licenses in 
adjacent municipalities? Similarly, the imposition of 
a municipal sales tax may discourage consumers from 
purchasing in Metro while encouraging them to shop in 
adjacent municipalities where no such tax exists. A 
tax which is not uniformly applied across political 
boundaries may encourage taxpayers to undertake activities 
which will allow them to avoid it. The extent to which 
tax avoidance will exist will be a direct function of 
the differential in the tax burden from one municipality 
to another. Consequently, the imposition of any municipal 
tax, regardless of whether it is on income, sales or 
motor vehicles must be at a low rate to minimize the 
incentive for tax avoidance. 


A second major concern is the cost of collecting 
and administering the tax. In order to minimize this 
cost, it is suggested that any municipal tax take the 
form of a surcharge imposed on existing provincial or 
municipal taxes, However, such a step would reduce 
sharply the flexibility>and accountability of municipal 
councils in their use of these taxes. 


To complete this assessment of alternative 
revenue sources, it would be useful to record the per- 
centage of the Metro System's fiscal imbalance which might 


ni ed he a 


have been eliminated for each of the years 1969 to 19-74 
by introducing various municipal taxes. Table 16-8 
measures the percentage of the entire Metro system's 

Own revenue shortfall which could have been offset by 
alternative municipal tax sources. The revenue shortfall 
in this table does not include the provincial grant for 
education. Table 16-9 provides the same analysis, but 
includes the provincial grant for education. In all cases, 
the revenue estimates employed in these two tables are 
based on very conservative tax yields calculated in 
chapter 11. A modest municipal income tax would have 
yielded the greatest source of revenue with the sales 

tax following some distance behind. In fact, the 

income tax would have more than covered the fiscal 
imbalance in all years with the exception of 1974 where 

it was marginally less than the fiscal imbalance. If 

the provincial grant for education is included in the 
measure of fiscal imbalance, (as reported in Table 16-9), 
then municipal income tax would have absorbed between 61 
per cent and 42 per cent of the revenue shortfall between 
1969 and 1974. While municipal income tax appears to have 
the greatest potential in terms of its revenue yield, 

a municipal sales tax could also offset a substantial 
amount of the revenue shortfall; (see column 3 in Tables 
16-8 and 16-9). The remaining three taxes (columns 4, 

5 and 6 of Tables 16-8 and 16-9) appear to be much less 
important in terms of their ability to offset the fiscal 
imbalance, at least at the relatively low rates considered 
in this study. 


135) Expenditures 


An alternative way of reducing the fiscal 
imbalance would be to reduce or eliminate certain munici- 
pal expenditures. Some people have suggested that ex- 
penditures for human services as distinct from services 
accruing to property ought not to be met by revenues from 
the property tax. Since the property tax has been the 
main source of revenue for local municipalities the 
argument follows that these human service functions should 
be the responsibility of the provincial government. To 
shed some light on these proposals, we estimated the re- 
duction in the fiscal imbalance which might have occurred 
had the Municipality of Metropolitan Toronto's expenditures 
on police, the Toronto Transit Commission and social services 
been the responsibility of the provincial government 
rather than Metropolitan Toronto for each of the years 
1969 to 1974. These specific services have been chosen 
for two reasons. First, the elimination of these ex- 
penditures from Metro's budget will provide us with a 
clear illustration of the kind of reduction in the fiscal 
imbalance which might be achieved by dropping certain 
expenditures. Second, and more important, these ane 
penditures currently involve relatively large sums oO 
money and will likely continue to do so in the future. 
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Table 16-8 


Percentagevof/Metropréy Siem Ssa0wncRevenued Sidra | & 


(Fiscal Imbalance) Which Could Have Been Offset B 
a OU OE VOU eae GU Ol! Sega ey. 


; % 
Alternative Tax Sources 
EXISTS SEN CB VSO SOURCES: 


Municipal Municipal Municipal Municipal Muncipal 
Income Sales Motor Liquor Hote | 5 
Tax Tax Vehicle Tax hfe tar Room Tax 


(2) ») (4) (5) (6) 


x 
Excluding the provincial grant for education. 


N.A. - not available. 
S : 
CUnCO* Goll ineaaetRia? tea aaa oee per cent of row 3 of Table 14-1. (Row 3 


excludes the provincial] grant for education.) For 1974, the first 


figure in column 3 of Table 11-5 was divided by the figure for 1974 
in row 3 of Table 14-1. 


Column 5 of Table 11-9 as a per cent of row 3 of Table 14-1. 


5 
The sum of columns 3, 5, and 7 of Table 11-13 and columns ame) 
of Table 11-14 as a percent of row 3 of Table 14-1. 


Column 9 of Table 11-15 as a per cent of row 3 of Table 14-1. 


Column 8 of Table 11-17 as a per cent of row 3 of Table 14-1. 
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Table 16-9 
Percentage of Metro system's Own Revenue Shortfal | 


Which Could Have Been Offset by Alternative Tax Sources* 


Municipal Municipal Municipal Municipal 
Income Sales Motor 
Tax Tax2 


Municipal 


3 Liquor Hote | 
Vehicle Tax Sales Tax Room Tax 


(2) ! (3) 


x 
Including the provincial grant for education. 


N.A. - not available. 
oral be ‘Column 5 of Table 11-1 as a per cent of row 5 of Table 14-1. (Row 5 


includes the provincial grant for education.) For 1974, first figure 
in column 3 of Table 11-5 was divided by the flgure for 1974 in row 5 


of Table 14-1. 
2Column 5 of Table 11-9 as a per cent of row 5 of Table 14-1. 


The sum of columns 3, 5 and 7 of Table 11-13 and columns 2, 3 and 4 
of Table 11-14 as a per cent of row 5 of Table 14-1. 


4Co1umn 9 of Table 11-15 as a per cent of row 5 of Table 14-1. 


Column 8 of Table 11-17 as a per cent of row 5 of Table 14-1. 
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Table 16-10 eshowsdthat for all years, the 
entire fiscal imbalance (as determined by calculating 
expenditures exclusive of the educational expenditures 
financed from the provincial grant for education) could 
have been more than eliminated (the sum of columns oi 
6 and 9) by removing these expenditures from the responsi- 
bility of Metro and passing them on to the provincial 
government. If one includes the expenditures from the 
provincial grant for education, well in excess of 60 
per cent of the fiscal imbalance could have been eliminated 
(the sum of columns 4, 7 and 10) for each of the years pre- 
sented. In fact, in 1974, over 70 per cent of this 
imbalance could have been removed. If one were to 
illustrate the effect of shifting the educational ex- 
penditures from Metro's responsibility to the provincial 
government, the fiscal imbalance (regardless of how it 
was measured) would be more than eliminated for each 
of the years studied. In fact, the educational expenditures 
were considerably higher than the fiscal imbalance in 
each of the years. 


In summary, the analysis in this chapter 
advocates greater use of the property tax; outlines the 
potential revenue yield from the implementation of a ~ 
. humber of alternative municipal revenue sources; and 
illustrates the effects of eliminating certain expenditure 
functions from municipal jurisdiction. This analysis 
has dealt with the past and essentially ignored the 
future because of the uncertainty Surrounding the future | 
of the property tax and the impossibility of predicting 
what will happen to conditional and enconditional grants 
Since these may very well change as a resuit of property 
tax reform. Indeed, there are many who believe that grants 
(conditional and unconditional) cannot continue as in the 
past. : 


While we are not prepared to predict or 
estimate the future level of grants, we do feel that it 
would be useful to engage in a brief presentation of 
the impact on residential property taxation of a one per 
cent reduction in total grants for the time period 
1969 to 1974. If grants had been one per cent lower and 
this shortfall in revenue had been met instead by the 
residential property: tax, property taxes per household 
would have been higher by .99¢ in 1969, $1.45 in L971, 
and $2.17 in 1974, If part of the shortfall in revenue 
had been met by realty taxes on business or the business 
tax, then per household residential tax increases would 
have been lower still. 


Invligh® of ‘ther future uncertainty with respect to 
both grants and property taxes, no attempt has been made to 
extend our past analysis into the future. Expenditures on 
Services such as police, transit and social welfare _ 
will almost certainly increase. The method of financing 
these and other local expenditures will depend on structural 


and financial choices that have not yet been made at the 
political level. . 
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Appendix A 
TABLE A-1l1 


Per Household Expenditures by Selected Functions 
1968 


Rest of Total Local 
Province Sector 


Public Works 


anitation 


Health, etc. 


ecreation & 
Communication 


Education 


P.H. - per household. 


N.A. - not applicable since there were no other regions in 
existence in 1968. 


The expenditure figures do not include the provincial 
grant for education. For a justification of this 
approach, see footnote l of Chapter 3. Per household 
functions will not equal the total since some minor 
expenditure functions have not been included. 


Source: Figures were calculated from data presented in: 
Municipal Financial Information, Ministry of Treasury, 
Economics and Intergovernmental Affairs, Toronto, 1968, 


T971,. 1974. 
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Appendix A 


TABLE A-2 


Per Household Expenditures by Selected Functions 


Lone 


Reclons Rest of Total Local 
Province Sector 


lila |f &3 tone 


Gen. Government | 
Protection 
Public Works 
Setar 

| Health, etc. 


Recreation & 
Communication 


| Education 


Total 


Footnotes are the same as in Table A-1l 
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Appendix A 


TABLE A-3 


Per Household Expenditures by Selected Functions 
1974 


Metro Regions | Rest of Total Local 
Province Sector 


Pp. z ie Ne Z 
Ren | total! ran ae Pabead. | 


Gen. Government} 


Protection 
Public Works 
Sanitation 
Health, etc. 


Recreation & 
Communication 


Education 


Tota L 


Footnotes are the same as in Table A-l. 
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Appendix G 


Calculation of Disaggregation of Total Percentage Increases 
sient theca. A beteaiedst Net oe g g a ee ACE COR Lege -sUGCreases 
in Expenditures into Inflation, Volume of Service 


and Level of Service 


The calculation for the percentage increase in 
expenditure due to inflation is found, simply, by subtracting 
the percentage increase in total expenditures in constant 
dollars from the percentage increase in total expenditure in 
current dollars, and dividing this amount by the total 


percentage increase in expenditure from 1968 to 1974 in 
current dollars. 


The calculation of the percentage increase in 
expenditure due to increased level of service is found by 
subtracting the percentage increase in per household expend- 
iture in constant dollars from the percentage increase in per 
household expenditure in current dollars, and dividing this 
amount by the percentage increase in per household expenditure 
in current dollars, and subtracting the resultant figure 
(which represents the inflationary component of per household 
expenditure increases) from 100%, since increases in per 
household expenditure represent only increases due to inflation 
or level of service. 


Increases in expenditure due to volume of service 
can then be found by summing the above two components and 
Subtracting from 100%. 


This may be more easily seen by following through 
an example, for the municipality of Toronto. 


% increase in total expenditure 


current §$ 55.4 
constant $ 16.5 

% increase in per household expenditure 
current $ 41.6 
constant $ Oe d 

% increase in expenditure due to inflation 
55.4% - 16.5% _ 49 98 

55.4% 


@ increase in expenditure due to level of service 
41.63 - 6-18 _ 44 78 
NS Cis 41.6% li 
% increase in expenditure due to volume of service 


100% ~~ {7042% tel4. 73) =ol5.3 


= 2 A 
Appendix H 


Projected Percentage Increase (or Decrease) in Expenditure 


by Function for Each Municipality in Constant Dollars for 1980 (1968=100) 
000 


GENERAL GOVERNMENT 
ly | projected 
felt % increase 1980 
(or decrease 


72,276 : : 2 ROS) 
22,229 ; é é 233975 
2,55 : é 5 Pie 
5,754 3 : 71,969 
8,278 : d J >. 205 


2,924 C : . 8,598 
2,960 : 6 4,067 
119,549 - : 184,990 


73,397 : 107, 336 
18,610 f ; 19,053 
950 , 640 
6,445 : ; 7,037 
10,970 : 12,164 
6,818 : 8,510 
2,288 | : 2,708 
119,478 ; 152,788 


= ed: a 


SANITATION 
; projected 
1968 1974 | % increase 1980 
(or decrease) 


Metro alone 


24,989 


Toronto 7,546 
East York 918 
Etobicoke 2525) 
North York 4,487 
Scarborough 4,758 
York iR>26 
Metro system 47,079 


110,560 
7,144 
383 
1,853 
3,175 
1,794 
1,200 
124,868 


Metro alone 


Toronto 
East York 


oo BD Fe och ta PAWN OO 


3,090 
6,896 
134 
925 
334 
4,858 
238 
13,835 


wm NS CS @ Ni) & OG 


a2 noe 


FINANCIAL EXPENSES 


% increase pe tale 1980 
1968 1974 e increase 8 
torsdecreass (or decrease) 


241,388 
318,550 


Metro system 247,434 


Sif! || OSS 


252,482 


Metro system | 424,706 


412,516 Del CE 8 630,774 
80,548 935,815 HESS 106,893 
heal 7,634 3.4 7,894 
Zoo? 30,097 PAB Ge St, 976 
BZ OZ 42,781 Sie, 54,272 
21,435 SZ O02 44.5 47,123 
10,202 12,496 19.4 14,918 
587,682 (So OZ 8 SOP 7e3 


489,728 
664,894 


642,079 
861,504 


5 1S} 20.5 Bikzs 250 
ei 2529 1,081, 188 


e denotes the elasticity coefficient. 


1) This excludes provincial grants from education. 


2) This includes provincial grants from education. 


Source: Calculated from data in Municipal Financial Information, Opel sand 
Jarrett, Goold and Elliott, Opes Gili. 
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APPENDIX I 


Expenditure Projections for Each Function 
by Municipality 


(constant dollars) 


1968 = 100 
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